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“Fipeline Men Call it 
THE TOUGHEST INCH 


The Big Inch and Little Big Inch are much 
longer. Other pipelines have more “inches” of 
diameter. But none has been tougher to build 
than the Columbia Gas System’s ‘Toughest 
Inch”. Rugged men and massive machinery are 
fighting the mountains and rocks and rivers of 
West Virginia to lay this giant steel tube from 
near Charleston, W. Va., to Rockville, Maryland. 


The results will be well worth the battle. 


The Columbia Gas System, Inc. 


120 East 41st Street, New York 17, N. Y. 





When completed next year, this line will help 
meet the increasing demands for natural gas 
in the nation’s capital. In Baltimore, more than 
a quarter million families will gain for the first 
time the advantages of the cleanest, most con- 
venient, most economical of all standard fuels. 


This is a rugged project. But it is typical of 
American engineering, continually working to 
advance the country’s living standards. The 
Toughest Inch is a typical Columbia Gas System 
effort, too—characteristic of the natural gas in- 
dustry’s desire to serve more people with more 
of nature’s best and most wanted fuel. 


This year, The Columbia Gas System, Inc., 
Columbia Engineering Corporation and 18 operat- 
ing subsidiaries will distribute more than 250 billion 
cubic feet of gas to customers in seven states and 
the District of Columbia. 
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The Board of Directors 
has declared a regular 
quarterly dividend of fifty 
cents (50¢) per share on the 
Common Stock, payable 
November 15, 1949, to 
stockholders of record at 
the close of business Octo- 
ber 28, 1949. 


EDWARD BARTSCH 
President 
September 20, 1949 












NATIONAL DISTILLERS 


PRODUCTS 
CORPORATION 





The Board of Directors has de- 
clared a quarterly dividend of 
50c per share on the outstanding 
Common Stock, payable on 
November 1, 1949, to stockholders 
of record on October 11, 1949. 
The transfer books will not close. 
THOS. A. CLARK 
September 22, 1949. Treasurer 














COLUMBIA PICTURES 
CORPORATION 


ww iee" The Board of Directors has 
= this day declared a dividend 
of fifty (50¢) cents per share 
on its Common Stock, pay- 
able October 14, 1949, to 
stockholders of record at the 
(uN close of business on Septem- 
ed peemes} ber 30, 1949. 
a A. SCHNEIDER, 
Vice-Pres. and Treas. 
New York, September 16, 1949. 
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PACIFIC GAS AND ELECTRIC CO. 


DIVIDEND NOTICE 
Common Stock Dividend No. 135 


The Boz rd of pas ctors on Sept. 14, 
1 49, > : lividend for the 







thirc I ar ot 50 cents 
per ipon the Company's c m- 
mon ( apital Stock. id will 
be paid by c : 149, to 

ommon ders of record at the 
clos se of bu Sept. 30, 1949 





The Trans het Box ke ail not be closed. 
E. J. Becxett, Treasurer 


San Francisco, California 
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RADIO RELAY TOWERS 


BELL SYSTEM’S PART IN THIS FAST-GROWING INDUSTRY 


‘Tue Bell System has an important part in Television. 
Already its Long Distance facilities are being used to carry 
Television to areas totaling more than 48,000,000 population. The 
~ East Coast and Midwest networks have been joined. Further ex- 
pansion is under way and proceeding rapidly. The number of 
miles of Bell System channels for transmitting programs between 
Television stations will be more than doubled this year. 


Both coaxial cable and radio relay are being used. The radio 
relay systems are designed to beam telephone calls or Television 
programs from tower to tower across the countryside. The distance 
between radio relay towers averages 25 miles. 





Section of COAXIAL CABLE 


The coaxial cable is no thicker than a man’s wrist but 1800 
Long Distance conversations or six Television programs can go 
through the one cable at one time. 

It’s all quite wonderful but it is only the beginning of still 
greater things to come. The Bell System is stepping right ahead with 
Television in both research and building. 


BELL TELEPHONE SYSTEM 
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The Trend of Events 


THE CASE AGAINST THE A&P... To judge by the 
public’s response to the anti-trust suit against the 
Great Atlantic & Pacific Tea Company, this latest ac- 
tion of our trust busters may backfire in a most un- 
expected manner. The public’s sympathies, normally 
quick to resent ‘‘monopoly,” appear overwhelmingly 
on the company’s side for the simple reason that 
A&P has become one of the most beneficial food 
distributing institutions from the consumer’s stand- 
point. Without A & P, some outraged householders 
protest, our families would starve tomorrow, for no- 
where else can we afford to buy the food we need 
and still make ends meet. If A & P prides itself on 
selling at lower prices than their competitors, this 
fact is gratefully acknowledged by millions of satis- 
fied customers. 

Moreover, there is certainly no monopoly since 
A & P does only about 6% of the nation’s food busi- 
ness. The “horrible” charge is that A & P has 
regularly undersold competing retailers, the very fact 
that has made A&P the useful institution it has 
become. Far from being monopolistic, there are more 
competitors in the food field today than ten years ago, 
and A & P does a smaller part of the nation’s food 
business than before. 


age observer, it looks more like a sop to “small busi- 
ness” as a voting group at the very expense of the 
consumer. Yet the latter is frequently represented as 
the final beneficiary of every anti-trust action. In this 
case he knows he won’t be, hence the angry protests. 
Obviously, if A & P is removed from the picture, food 
prices in many areas, and particularly in larger 
cities, are bound to go up. This can hardly be in the 
public interest! 

What’s actually at stake in the A & P and similar 
anti-trust prosecutions is not monopoly in the tradi- 
tional sense. All that A & P can be accused of is low 
prices, efficiency of operations and mass production 
techniques in the field of distribution, all of which 
has greatly redounded to the consumers’ benefit. In 
a larger sense, the action is part of the Government’s 
attack on “‘bigness’’ as such, a battle which is cur- 
rently raging both in Congress and the courts. 

But bigness as such has never before been consid- 
ered a violation of the anti-trust laws. All we have 
ever insisted upon is that big corporations never be 
in a position where they could prevent others from 
entering the field; that they never dominate the in- 
dustry in which they operate to the extent that they 
can hold up prices artificially. 








As it is, the Government’s 
suit reflects a radical change in 
its basic anti-trust policy. In 
its attempt to break up the big 
food chain, it seeks to “‘pro- 
tect” the little business man 
rather than the ultimate con- 
sumer. It is a new concept of 
law that, because it would 
penalize the consumer, strikes 
no popular chord. To the aver- 





We recommend to the attention of our 
readers the analytical discussion of busi- 
ness trends contained in our column 
“What's Ahead for Business?” This 
regular feature represents a valuable 
supplement to Mr. A. T. Miller’s stock 
market analysis of importance to in- 
vestors as well as to business men. To 
keep informed of the forces that may 
shane tomorrow’s market, don’t miss it! 








None of this applies to A & P. 
There are about 30,000 more 
individual grocers in business 
than ten years ago, and about 
275 more food chains. And 
A&P has brought prices down 
rather than attempted to hold 
them up artificially. By and 
large, the food chains have 
provided a full measure of 
competition among them- 
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selves. There is certainly no lack of it. The chief criti- 
cism apparently is that A & P is big, that it is efficient. 
Hence it must be broken up. It matters little that 
A&P is distinctly a boon to the consumer. 

Such was not the basis upon which this nation grew 
up, and became great and powerful. Bigness and effi- 
ciency is no crime and should never be made one; if 
it is, it will be a serious blow against free enterprise. 
It will drag down the good and the strong, open the 
way to inefficiency and eventually to statism. It 
would, moreover, be in contravention of the rules 
drawn up by the creators of the Sherman and Clayton 
Acts designed to foster competition. 

It is time for Congress to take the ambiguities out 
of the anti-trust laws so that they cannot be twisted 
and warped to fit any “ism,” or for that matter, to be 
exploited for purely political motives. It is Congress 
which should decide whether big and efficient busi- 
ness must be sacrificed—and the public be damned to 
higher prices—so that the inefficient and politically 
favored may benefit. 


WHERE TAXES GO...To those wondering where 
our tax money goes, a recent release by the Depart- 
ment of Commerce may be revealing. It shows that 
our foreign give-away program for the past fiscal 
year reached a record high of more than $5 billion, 
bringing to $13 billion the total of our gifts and 
grants to foreign nations since the war’s end. The 
fact that Germany, Italy and Japan, three former 
enemy countries, received more than one-third of our 
$5 billion outlays in fiscal 1949 speaks for itself. Pat- 
ently benefits gained from a successful war must be 
elsewhere than in the field of economics. 

To complete the tally, we find that when loans to 
foreign nations are added, the total comes to $23.3 
billion! Evidently none of these outlays were made 
out of mere sentimentality. Apart from a laudable 
desire to prevent destitution, the billions which we 
have paid out represent roughly the slack which in a 
normally and fully functioning international econ- 
omy would be made up by trade. In a sense, then, the 
money spent must be regarded as a “repair bill,” an 
effort to prime the pump of world trade with dollars. 

The repair has come high, to be sure, nor has it 
been completely successful if we consider that in spite 
of this effort, the western world is still beset with a 
dollar crisis, and world trade is far from normal or 
easy flowing. And the crisis is most critical in the 
country, Britain, that received by far the largest 
share of the billions we have given away. 

The story holds several lessons. For one, it is a 
potent argument for the reduction of trade barriers, 
considering the heavy price we have had to pay for 
four years of unilateral trade. Perhaps, also, the “re- 
pairmen” have been working with the wrong set of 
blueprints. 

But beyond that, we should take a good look at any 
further propositions calling for new global expendi- 
tures. The President’s “Point Four” program is one 
of them. The initial appropriation of $45 million re- 
quested is for technical assistance to under-developed 
countries, after which private investment will be en- 
couraged, it is promised. But private investment is 
likely to find it difficult to flow into the areas where 
it may be expected. Before we know it, it will be 
Government money—tax money. 





GLOBAL PLAN FOR FARM SURPLUSES... The Food 
and Agricultural Organization of the United Nations 
on November 21 will consider the proposed organiza- 
tion of an International Commodity Clearing House 
for the purpose of promoting the flow of agricultural 
commodities from countries with surpluses to coun- 
tries with deficits. The new organization would be a 
public corporation with a capital of $5 billion, with 
contributions by members fixed about as in the case 
of other U.N. organizations. On that basis this coun- 
try would contribute about 40% or $2 billion. 

The ICCH as envisaged quite possibly may be an 
excellent idea. With farm surpluses in virtually every 
major producing country on the one hand, and with 
dire food needs persisting in many other countries, 
a clearing house of this sort might do a great deal of 
good and practical work. However, before we as tax- 
payers can be expected to put up the lion’s share of 
the required capital, we would like to know a little 
more about the project and how it would work. The 
principal weakness of the idea, as far as revealed, 
would seem to be the likelihood that the International 
Clearing House may sooner or later find its working 
capital transformed into inconvertible currencies or 
into huge actual farm surpluses difficult to dispose of 
(for money, that is), with consequent necessity for 
replenishing its capital. And this country, of course, 
would be expected to act as the principal replenisher. 

Thus, while the proposal at this stage may be prin- 
cipally a U.N. matter, we as taxpayers as well as one 
of the leading farm surplus countries will, or should, 
have a major interest in its disposition. We have been 
taken in more than once with global plans of similar 
or other sorts. We might as well get the facts and im- 
plications straight this time before we commit 
ourselves. 

Our own farm subsidy costs are big enough, as it 
is, if we consider that the Government last year tied 
up about 814¢ of every dollar of Federal taxes col- 
lected, to hold up farm prices. 


THE STEEL STRIKE... Rarely in a major strike have 
the issues separating the contending parties seemed 
more capable of solution by negotiation and com- 
promise than in the steel strike. This as far as the 
actual material demands are concerned. Beyond 
that, however, there is more at stake than the prin- 
ciple of contributory or non-contributory pension 
and social insurance funds. At stake is the issue of 
free collective bargaining versus bargaining by 
ultimatum; and in its broader aspects, at stake also 
is the whole future of our economic and social 
policies. 

The calling of the strike, bringing this basic in- 
dustry to a halt at a particularly critical juncture 
in the business cycle, merely confirmed what had 
been suspected before — that the CIO was not out 
to bargain but to demand. One cannot escape the 
impression that it was the CIO’s ultimatum rather 
than the actual differences, its unwillingness to bar- 
gain in good faith, which made the stalemate — 
and the strike — inevitable. The dispute will now 
be resolved by attrition which may be costly to the 
steel workers, the economy and the people as a 
whole; or by ultimate Government intervention 
which may force CIO to bargain where they refused 
it before. If so, what has been gained? 
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By CHARLES BENEDICT 


THE ATOMIC EXPLOSION ANNOUNCEMENT 


“Tries in two years, the last time being at 
the Minister’s Conference in Paris, Mr. Vishinsky 
claimed that Russia possessed the secret of the atom 
bomb. This disclosure was pooh-poohed in Govern- 
ment circles and the press called it a bluff designed 
to prevent the Atlantic Pact from becoming a reality. 

Mr. Truman’s announcement at this time, there- 
fore, seems especially significant as this disclosure 
was bound to profoundly disturb and unsettle the 
Western European Powers regarding their status 
under the Atlantic Pact, 
and also incline them to 
believe that their prox- 


‘A LITTLE ENGINE TROUBLE”’ 


and Korea, which could have been extended into a de- 
fensive alliance against Russian aggression if we had 
shown ourselves sympathetic. As it was, our con- 
demnation of Chiang Kai-shek added prestige to the 
Communist cause in Asia and brought the deflection, 
as was to be expected, of various war lords who, up 
to that time, had been collaborating with the Nation- 
alist Government. 

Although the White Paper was ostensibly offered 
to justify our position in China, certainly we had 
nothing to gain, but a 
great deal to lose from 
making the attack on 





imity to the Soviet 
Union would make them 
particularly vulnerable pe. 
to atomic attack. 

And yet, it is well to 
remember that Mr. Tru- 
man did not say that the 
Russians were in pos- 
session of the atom 
bomb. He referred mere- 
ly to ‘“‘an atomic explo- 
sion” and stuck to that 
statement despite many 
requests for clarifica- 
tion. This naturally led 
to considerable conjec- 
ture and, finally, to the 
assumption that Russia 
had solved the problem 
of producing atom /¥\V 
bombs. ly 

And now, where a i 
short time ago our press Ma TLIRTUL A Tee ae as 
was playing down the - 
ability of the U.S.S.R. to % -- 
produce the bomb and va 
the airplane carrying it, 
we read rumors that 
Russia has developed jet 
planes having a flying 
range of 5,000 miles and 
a speed beyond anything that we possess. The whole 
thing is beginning to sound a little absurd. 

What are the facts? And, why the sudden change 
in attitude? It leads one to believe that we are pos- 
sibly on the brink of a new policy of appeasement 
with Russia. 

And I base this conclusion not only on this incident, 
which is likely to unbalance our position on the Euro- 
pean continent, but on our policy in the Pacific which 
has strengthened the hand of the Communists in 
China. Here, it should be noted, Secretary Acheson’s 
attack on Chiang Kai-shek followed on the heels of 
an attempt to form a Pacific bloc with the Philippines 
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Chiang Kai-shek at that 
time. We did not even 
have the excuse, which 
the British had, of try- 
ing to salvage our Chi- 
nese investments. The 
steps we have taken in 
China, which has been 
looked upon as the key 
bastion of democracy in 
the Far East, seem more 
like the continuation of 
a policy of dangerous 
appeasement of Russia 
which we may yet live 
to rue. 

And now, if Mr. Tru- 
man’s “atomic bomb” 
brings deflection thru 
fear among the various 
Western European na- 
tions, our position on 
the Continent can be- 
come untenable so that 
we may even be obliged 
to withdraw. Under such 
circumstances, there is 
the further possibility 
that the vast sums and 
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With Apologies to Dowling in the N. Y. Herald Tribune great effort expended to 


salvage Greece and Tur- 
key will have been wasted. And, if Russia secures a 
victory of such proportion without having fired a shot, 
it could easily destroy any hope we may have had 
that the captive states would revolt against the 
Kremlin. 

It must be clear to every thinking individual that it 
would be the greatest folly to continue to appease 
Russia. To do so would undermine the position of the 
United States to such a degree as to isolate us in the 
Western Hemisphere. And without strategically situ- 
ated friends, Russia would set about to destroy us 
from within. 

That we cannot continue (Please turn to page 47) 
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New Influences Shaping Future Market 


The near-term business outlook has now been distorted by the steel strike, on top of the 


coal stoppage. There was already considerable uncertainty as regards the staying power 


of the selective late-summer revival. Chances for a further market recovery of much 


importance do not appear impressive. Our policy remains conservative and selective. 


By A. T. MILLER 


~ 

Tans has been very little net change in the 
general position of the stock market during the last 
fortnight. The period did see the daily rail average 
at long last rise slightly above its rally high of early 
August, and within it utilities again extended their 
June-September advance characteristically slow 
throughout — by a fraction before giving up a 
modest amount of ground last week. The intermedi- 
ate-recovery high recorded by the industrial average 
on September 13 still stood unsurpassed. 

The threat of a steel strike having overhung the 
market for several weeks, its materialization natu- 
rally involved little or no psychological shock. 
Hence, the initial response was limited to fractional 
dips in all three of the daily averages. That is not 
necessarily indicative of the second-thought reac- 
tion, if the strike is sufficiently protracted to affect 
over-all industrial production seriously. It can be 





said that in the past strikes have never had any 
great effect on market trends, and often have had 
none at all. However, with the exception of nearly 
perennial coal strikes, the stoppages of greatest 
market interest have usually come under generally 
bullish economic conditions for obvious reasons. The 
latest previous steel strike came in 1946 when a 
major bull market was still running. The revolu- 
tionary sit-down strikes of 1936 also came with a 
major bull-market in progress. 

Whether the joint repercussions of the steel and 
coal strikes will have equally little market effect 
now, with the economic outlook otherwise uncertain 
anyway, remains to be seen. Following several 
months of selective and limited business revival, it 
might not take much — as we shall see further 
along in this discussion — to tip the scales down- 
ward, renewing the general deflationary adjustment 

begun late in 1948. 
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Potentialities for Advance Unimpressive 


Be that as it may, and regardless of 
the possible reasons, the general up- 
swing in stock prices has shown far 
less vigor in August-September than it 
had in June-July. There is no positive 
evidence yet that it has terminated; but 
such evidence, supplied through a zig- 
zag downward pattern, never becomes 
conclusive until the market is already 
well down from previous highs. Deci- 
sions on investment policy in the pres- 
ent situation must be based mainly on 
common sense judgement, with no great 
reliance on questionable “technical in- 
dications.” 

So far as the latter go, we are more 
impressed by the fact that the indus- 
trial and rail averages are only nomi- 
nally higher, on a percentage basis, 
than they were nearly two months ago, 
than by the fact that both laboriously 
set new rally highs in recent weeks. In 
a real bull market that kind of action is 
one thing, usually implying ‘“‘consolida- 
80 tion.” It is something else — either 
30 implying limited upside possibilities at 
best or foreshadowing a sell-off before 
long — if we are correct in believing 
that there is no basis for other than 
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over-building and scandal- 
ous Federal losses. On the 
other hand, the decline in 
aggregate outlay for new plant and equipment has 
picked up some momentum. And exports have 
slipped off. (In this connection the over-all effect 
of the currency devaluations, discussed in a special 
article on following pages, can only be on the defla- 
tionary side, however moderately so, for U.S. busi- 
ness activity and the price structure.) 


Probably the business upturn hinged mainly on 
two things: (1) a revival of inventory-buying in a 
number of consumer-goods lines wherein caution on 
inventory policy had gone to at least temporary 
excess by June; and (2) an artificial upturn in steel 
orders and output induced over a pericd of weeks 
by the steel-strike threat. The latter also caused the 
automobile industry to step up recent production 
sharply. Hence, there would have been some curtail- 
ment in these two key industries had a labor settle- 
ment been reached in steel. Additionally, there was 
a question — not yet answered — whether inven- 
tory-buying, much of it aimed to meet normal trade 
expansion in November-December, had about shot 
its bolt; and whether some reversion to inventory 
caution might be induced by price uncertainties, 
partly created by the currency devaluations. 
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Outlook Still Uncertain 


The recent “trend picture” given by the Federal 
Reserve Board production index is of doubtful accu- 
racy. The 7-point slump in the index in July and the 
7-point rebound in August could have been due 
chiefly to the fact that it is not adjusted for the 
July mass vacations of factory workers which have 
become the rule in recent years. Were it so adjusted, 
it might be apparent that the downtrend in produc- 
tion has been arrested since June, rather than 
strongly reversed. That is clearly so of commodity 
prices, with farm items a little lower than they 
were in June, and with non-farm prices virtually 
unchanged from the June average, as of late Sep- 
tember. The fact that the much talked of business 
“revival” has done no more than arrest the down- 
trend in prices might imply that the over-all price 
structure remains vulnerable in at least some degree. 


Perhaps the steel strike will be short; perhaps 
not. Nobody knows. Most industries dependent on 
steel probably have supplies on hand for a month 
or more; so the main production loss might be con- 
fined to the steel industry (Please turn to page 47) 
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What Foreign Currency Devaluation Means 


To U.S.in Business and World Trade 


By E. A. 


in drastic 3014% cut in the value of the 
pound sterling (vis-a-vis the dollar) and subsequent 
devaluations of more than a score of other foreign 
currencies, essentially protective in character, has 
led to a welter of dire predictions what this will do 
to the American economy. 

Admittedly devaluation abroad, particularly of 
sterling, will prove a complex matter with sustained 
repercussions throughout the world, and it may 
prove a painful dose for American business to swal- 
low. But initial scare headlines about disastrous 
chain reactions, foreseeing an endless flood of cheap 
foreign imports, have given way to a more sober 
evaluation of possibilities. Though each day brings 
to the fore new problems in reflection of devaluation 
consequences, second thoughts have already caused 
a noticeable modification of initial extreme views. 

Essentially, the impact of foreign devaluations on 
American business will be deflationary, but it is also 
realized that effects will be slow to be felt and prob- 
ably fairly moderate. Cheaper foreign currencies will 
boost the inflow of foreign goods into our domestic 
markets, making for stronger price competition. They 
will intensify competition in world markets, which is 
bound to reduce our already shrinking exports and 
lead to pressure for lower prices so as to sustain our 
shipments abroad. Either way there will be pressure 
on our domestic price level. 

But the actual weight of these forces remains un- 
certain. One reason is that devaluation cuts two ways. 


KRAUSS 


Countries which have devalued must pay higher 
prices for imported raw materials and foodstuffs. 
This means a rise in their production costs, and 
higher living costs. Prospect of the latter, in Britain, 
has already led to new wage demands which will be 
hard to stave off. Some rise in costs is bound to ensue, 
narrowing the competitive advantage gained from 
currency devaluation. 

This advantage, in the case of British goods, can 
hardly comprise the full 3014%. 20% of British ex- 
port goods depend upon imported raw materials which 
now go up in price. If any other increase in produc- 
tion costs occurs, as it probably will, it will wipe out 
a good deal of the benefit gained by devaluation. This 
prospect is probably one of the reasons why sterling 
devaluation was so drastic; most had looked for a $3 
or even $3.20 pound rather than a $2.80 pound. The 
new rate was purposely set low enough to allow for 
some increase in British costs without losing most of 
the competitive advantage arising from the cheapen- 
ing of the pound. 

How great can conceivably this advantage be? For 
British goods, some anticipate that prices can come 
down no more than 20% to 25% but this seems a 
highly optimistic estimate. Others more realistically 
feel the margin may ultimately be narrowed down to 
no more than 10% or 15%, though any such calcula- 
tion is necessarily premature until the cost picture 
clears. The “flash” price cuts on British goods in the 
American market, immediately on the heels of the 
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devaluation news, ranged as high as 30% but are 
hardly a proper criterion. These cuts were primarily 
made for the purpose of capitalizing on the news, to 
move stagnant stocks rather than in anticipation of 
actual price revisions. They were mark-downs rather 
than adjustments to the new exchange rate on basis 
of price revisions abroad. 

The coming price competition of imported goods, 
then, is not likely to be as severe as some may think, 
though it may be painful enough in some lines. Cer- 
tainly there will be no sudden flood of imports because 
it will take time for Europe to step up production. 
Devalued-currency countries are in no position to in- 
crease their exports to us in awesome quantities, and 
it is hardly likely that imports can rise materially in 
less than six months in any case. 


Varying Degree or Price Alignment 


There are definite indications that wherever pos- 
sible, foreign sellers will continue to charge whatever 
the market will bear. This applies particularly to 
goods which enjoy an assured market or are non- 
competitive. Thus the dollar price for Scotch whiskey 
will not be lowered, and British chinaware has been 
repriced with the result that price reduction here will 
be no more than 10%. To be sure, price competition 
in many other lines will be stiff but its ultimate im- 
pact is bound to be modified by the cost rise abroad 
and the downdrift in our own price level, in itself 
accentuated by foreign devaluation. Cheaper raw 
materials imports, for instance, will make for lower 
production costs, and the need of more economical 
operations will be stressed. 

If Britain and other foreign nations succeed in 
selling much larger quantities of goods in the Amer- 
ican market, the effect on domestic prices will never- 
theless be pronounced. However, foreign nations can 
sell here in volume only if their merchandise is com- 
petitive in quality and design as well as price. This 
is an important consideration, as past experience has 
taught. Moreover there is the question of delivery 
which has always been a problem and is likely to grow 
more difficult as trade takes on more of a hand-to- 
mouth character. 


Must Export 44% More Goods 


Britain particularly will make a determined effort 
to broaden her American markets. She must, for to 
obtain more dollars, she will be obliged to export to 
this country over 44% more goods than before, in 
sterling value, to show a gain in dollar return. Few 
think that this can be done, even if Britons cater to 
the dollar area to the neglect of their other customers. 
To achieve such an export spurt, Britain would have 
to change radically production methods, working 
hours and living standards. Yet it is unrealistic to 
expect that a 3014 % devaluation could stimulate Brit- 
ish exports by anything like 44% to offset the depre- 
ciated sterling value. Balanced trade with the dollar 
area, in other words, remains quite some distance off. 

While devaluation impacts in the domestic market 
thus may turn out to be not too oppressive except in 
certain unfavorably situated lines, American ex- 
porters must face the stark fact that U. S. goods 
henceforth will cost foreign buyers up to 44% more 
in terms of their own currencies. This means a severe 
threat to our exports, despite mitigating factors, since 
foreigners will buy little here that can be had cheaper 
elsewhere. Some highly tentative estimates put the 
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probable loss in world demand for our goods at be- 
tween $114 and $2 billion. No such estimate can lay 
claim to accuracy but the decline in our privately 
financed exports will certainly be greatly accelerated. 
The latter account for about 60% of the total, the 
balance comprising ECA goods. 

Two aspects modify this drab prospect. One is the 
virtually certain price advance in sterling areas which 
should about halve the 30% advantage of British 
goods. The other is that for some time at least, 
American exporters and manufacturers will.be able 
to make better deliveries than foreign producers. 

Nevertheless our exporters will have a tougher 
time in virtually all world markets and some manu- 
facturers must be prepared to face the loss of a con- 
siderable part of their export trade. They can try to 
meet foreign competition by undercutting prices but 
this may either lead to losses or put severe pressure 
on all costs and wages. Should, however, British costs 
rise as much as 20%, most exporters may be able to 
absorb the remaining 10% margin. Thus the trend 
of costs abroad is a key factor in the export outlook. 

Additionally, where American exporters deal in 
necessities or in industrial equipment and supplies 
which cannot be obtained readily elsewhere, the pros- 
pect is far more reassuring. The same applies to mass- 
produced articles where we have a substantial price 
advantage. If elsewhere a sharp export drop appears 
inevitable in the more immediate future, the longer 
range hope of course is that we may be able to rebuild 
our overseas markets as foreigners accumulate more 
dollars from their stepped-up sales to this country. 
Shore term adjustment pains may be severe as the 
struggle for markets gets under way ; but the ultimate 
hope is that everyone’s trade will benefit in the end. 
This long range goal may not be achieved without 
further concessions on our part, such as tariff reduc- 
tions and additional loans. A case in point is South 
Africa which, following admission that it failed to 
obtain a dollar loan, announced its intention to slash 
American imports next year by 50%. 


Actual Impacts Difficult to Appraise 


The big question, of course, is who will be hit most 
by devaluation? Generally speaking, it is quite diffi- 
cult to figure out just how the impact will be felt since 
it will take some weeks or months until we can see 
just what happens. The theory of devaluation is 
simple but no one can draw an exact blueprint of the 
consequences since many factors, mostly unpredict- 
able, enter the situation. 

Competition in the home market is likely to stiffen 
in such lines as woolens, cotton goods, linens, rugs, 
leather goods, cutlery, glass and china ware, high 
grade clothing, silver plate and rubber footwear, and 
a good many specialties where a greater influx of 
foreign goods may be expected. Foreign automobiles, 
despite lower prices, will hardly be much of a threat 
in the domestic market. But the American wine in- 
dustry considers French devaluation a punishing 
blow, and American shipbuilders are likely to ask for 
bigger subsidies to offset devaluation-cheapened ship- 
building costs abroad and thus prevent a diversion of 
ship orders from their yards. 

The textile industry is getting ready for a two-way 
blow, stiffer competition in the home market and loss 
of foreign orders, though domestic competition will 
center more on woolens than on cotton goods. Woolen 
manufacturers, just as the leather goods industry, 
can look forward to lower priced raw materials from 
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abroad but at the same time must cope with larger 
imports of lower priced finished products. Which of 
the two factors will prove to be more important re- 
mains to be seen. 

Devaluation will mean a revival, at least on a mod- 
erate scale, of the prewar importation of fancy gro- 
ceries, and enough tea, coffee and cocoa may be chan- 
nelled here to exert pressure on prices. The food ex- 
port picture may also be adversely affected but this 
will not become fully apparent as long as Marshall 
Plan aid continues. The grain and flour trade how- 
ever expects at least some reduction in U. S. export 
volume, not only because of devaluation but also as a 
result of our permission to Britain to spend ECA 
dollars for Canadian wheat. 


U. S. Exports Will Be Hit 


More pronounced may be the effect on our princi- 
pal export industries. Foreign demand for electrical 
and agricultural equipment, trucks and tractors, office 
equipment, locomotives, machinery and machine 
tools, and even pharmaceuticals will primarily feel 
the impact of devaluation and keener world market 
competition. 

Companies with branch plants in devalued-cur- 
rency countries will suffer from lower sterling in- 
come, in terms of dollars. It has been estimated that 
Woolworth, if it receives the same sterling dividend 
from its British subsidiary, will get 23c a share less 
than before. Motion picture companies will be simi- 
larly affected by lower dollar value of their foreign 
revenues. So will American shipping companies and 
transatlantic airlines unless they raise their rates to 
compensate for the lower sterling value. 

One reedeming factor, as far as industrial exports 
are concerned, is that much of it lately has been 
financed by ECA which goes on; thus the export loss 
may not be as severe as it otherwise would be. Still 
makers of capital goods such as locomotives, farm 
machinery, machine tools, etc., stand to lose some of 
their market in South America as well as in sterling 
areas. Earnings repercussions depend of course on 
the extent to which companies depend on foreign 
business. 

Thus while the locomotive industry sells only about 
10% of its output outside of the U.S. A., individual 
companies like Baldwin Locomotive will be far more 
affected since foreign business constituted the bulk 
of shipments in the past and the present backlog of 
foreign orders, subject to cancellations after devalu- 
ation, is substantial. 


Machinery and Machine Tools 


Machine tool exports are likely to be immediately 
and seriously affected, particularly if British compe- 
tition can shorten deliveries. The situation is less 
clear in the case of heavy industrial equipment for 
which British order books are crowded. Moreover, 
even with the full benefit of devaluation, British capi- 
tal goods prices may be only slightly under American 
competitive prices, with American industry likely in 
a position to absorb the difference. 

The American automobile industry, though indif- 
ferent to a possible slight increase in the sale of for- 
eign autos in the domestic market, is resigned, at 
least for the time being, to the further reduction in 
sales of cars and trucks to sterling area countries. 
The cut may be quite sharp but far less impressive 
in relation to overall automobile production. Longer 
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range possibilities are viewed with more optimism, 
however. 

Foreign sales of electrical appliance manufacturers 
will be affected more by import quotas than by cur- 
rency devaluation, in view of existing price advan- 
tages of this typical mass production industry. A 
spokesman for Westinghouse International opines 
that devaluation as such should have little or no 
effect on sales. It is a logical expectation, though, that 
some contraction in export volume is bound to occur 
if only because a probable tightening of import 
restrictions. 

Steel exporters see a trend towards greater com- 
petition in foreign markets but this competition may 
be primarily between American companies and sec- 
ondly may come from Belgian concerns rather than 
British. The latter have not been an important factor 
in the steel export picture. Chemical manufacturers 
on the other hand are ready for stronger competition 
in world markets, particularly in basic chemicals sold 
on a tonnage basis such as caustic soda and soda ash. 
South America will be an important competitive 
battle field. This also applies to pharmaceuticals. 

Oil companies selling to the sterling area are likely 
to have smaller dollar returns though the situation is 
confused and particularly the puzzle of Middle East- 
ern oil will take some time to solve. The world oil 
situation has been considerably complicated by de- 
valuation. Some feel that it has placed Britain at a 
further advantage in the distribution of oil products 
in foreign markets but the price situation and trend 
will partly depend on the action of British regulatory 
authorities who are likely to aim at the highest pos- 
sible return from oil sales. It is a complicated prob- 
lem that may be clarified by future Anglo-American 
discussions. An upward adjustment in sterling prices 
charged by the British in international trade appears 
almost certain but the degree of upward revision still 
remains to be decided. 


Competitive Ability Important Factor 


It must be clear from the foregoing that at this 
juncture there is no basis for anything like an accu- 
rate estimate of potential devaluation impacts either 
on individual industries or companies, apart from the 
broad outlines cited. Companies selling heavily to the 
sterling area are bound to suffer more than others; 
those with branch factories must face a lower dollar 
return on their operations. However, individual com- 
petitive positions and ability will continue to have a 
bearing on ultimate results and repercussions. A few 
industries will benefit from sterling raw materials at 
lower prices, such as natural rubber, tin, cocoa. Rub- 
ber manufacturers anticipate no great changes; their 
export problem is not too critical because of their far- 
flung operations abroad. While returns in dollars may 
be less, the lower price for crude rubber will provide 
an offset. 

Appraisal of devaluation effects would not be com- 
plete without examination of corollary moves contem- 
plated. It is obvious that if domestic prices are al- 
lowed to rise in Europe, or if this country fails to 
provide a further stimulus to foreign imports and 
overseas investments, devaluation gains could be 
washed out in fairly short order. Doubtless this pos- 
sibility has been foreseen. Hence our promise to lower 
tariffs, since devaluation has the practical effect of a 
general tariff increase, up to 30%. 

Tariff reductions on many imports thus are in the 
offing, facilitating foreign (Please turn to page 47) 
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What Prospects for . . 


HIGHER GOLD PRICE? 


By V. L. HOROTH 


¢ 

Pucies the past few weeks the problem of 
gold, or rather the problem of raising the gold price, 
once more has come in for an unusual share of in- 
terest. It is unbelievable how many people continue 
to regard a change in the gold price as the magic 
formula by which the world’s financial and eco- 
nomic troubles could be painlessly cured. 

This time the cry has been for a world-wide uni- 
form increase in the price of gold under the spon- 
sorship of the International Monetary Fund as a 
sure cure for the shortage of dollars and a pre- 
requisite for the stabilization and free convertibility 
of currencies. Again the cry has been strongly 
echoed abroad — in Great Britain and other West- 
ern European countries. The South Africans raised 
it at the annual meeting of the governors of the 
International Monetary Fund. While our Secretary 
of the Treasury, Mr. Snyder, stated in no uncertain 
terms that the United States would not consider the 
upvaluation of gold under any circumstances at 
this time, he nevertheless insisted, probably to ap- 
pease the South Africans, that the Fund’s directors 
be instructed to study the problem. 

The International Gold Coin Conference held in 
New York during the first week in September also 
brought the problem of gold before the public. Un- 
like the group of economists represented by Mr. 
J. S. Lawrence, Vice President of the Empire Trust 
Company, who would like to see a free market in 
gold that would reveal the “true” value of the dol- 
lar without Treasury intervention, the economists 
of the National Committee on Monetary Policy 
would be satisfied with a return to the full-fledged 
gold coin standard (as against the modified gold 
standard that we have now) which would establish 
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the dollar as a “redeemable currency 
at $35 per fine ounce, and thus per- 
mit the ingenuity of private enter- 
prise to take gold and other money 
freely when and where it may go in 
search for profit.” 

Finally, the worldwide devaluation 
of currencies set off by the pound 
sterling, which will affect some 50 
per cent of our imports, and nearly 70 per cent of 
our exports, has made many exporters and manu- 
facturers join forces with the American gold 
miners in their demand for a higher price of gold 
on the theory that resultant cheaper foreign goods 
would freeze us out of many markets. There are at 
least three bills before Congress, including the 
McCarron Bill which would establish a free gold 
market here and eventually lower the value of the 
dollar in terms of gold. The sponsors, the Mountain 
States senators and representatives, also argue as 
a point for their bills that “a shortage of dollars 
actually reflects a shortage of gold.” 


Prospective Supply-Demand Changes 


The fact is, as will be shown later, that as a 
result of the devaluation of sterling and other cur- 
rencies, considerable changes in the prospective 
supplies and the demand for gold are likely to take 
place. At least one of the three traditional uses for 
gold — the use of gold as a store of wealth — is 
likely to be affected. The other two traditional uses 
are, of course: (1) as currency backing, the impor- 
tance of which has been declining; and (2) in the 
settlement of international balances of payments. 

At the outset, it should be stated that there is 
little sense in raising our gold price, unilaterally, 
now just after the latest devaluation wave which 
has swept the world. Raising the gold price inevi- 
tably involves a cheapening of the dollar. But the 
whole idea of currency devaluation by others, as a 
means of redressing the imbalance with the dollar 
area, falls apart if we also participate in the game 
at this time. While many experts have, regretfully, 
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come around to the belief that eventually the United . 


States also will succumb to the ailment, it will be 
only under the provocation of some serious business 
upset, or if currency devaluation abroad will ulti- 
mately lead to the kind of competition by foreign 
goods that will render the argument for devalua- 
tion on our part, via a higher gold price, more 
convincing. 


Arguments for Raising the Gold Price 


The arguments for the world-wide mark-up of 
the price of gold may be summarized as follows: 
(1) it would lead to the expansion of gold output 
and add hundreds of millions of dollars to the value 
of the existing gold production, thereby “creating” 
dollars and alleviating their shortage; (2) it would 
increase the value of the existing gold reserves in 
the United States (now approximately $243, bil- 
lions) by a good many billions which could be used 
either by the ERP, or for purposes of world cur- 
rency stabilization, or for the reduction of our debt; 
(3) it would increase the value of the gold reserves 
of foreign countries. Their resulting “profit” could 
be used for the purchase of American goods with- 
out affecting their monetary gold stock. 

The argument against the upvaluation of gold. in 
terms of dollars is usually that we would be deliber- 
ately lowering the price of our goods in terms of a 
commodity (gold) of which we already have more 
than we need. If we were willing to accept other 
commodities, there would be no change, since all 
currencies would be uniformly devalued in terms of 
gold. The point is, however, would any one of the 
above three features, or all three of them, help the 
world in its present predicament? 

If gold were to be marked up uniformly by the 
same percentage that the dollar was marked up in 
terms of the pound sterling, i.e. by 44 per cent, then 
an ounce of gold would be worth in dollars roughly 
$50 — instead of $35 — At $50 per ounce, the cur- 
rent output of gold, which is about 24 million ounces 
(see table) excluding the Soviet Union, would be 
worth some $1,200 million instead of the present 
$840 million. If the world output of gold should 
increase as a result to the peak year level (1940), 
when some 37.5 million ounces were extracted, then 
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it would be worth roughly $1,875 million at the new 
price. Such an increase, one billion dollars, would 
be a substantial help to our exports, provided of 
course, that all gold would be ultimately sent here. 

If the new price of gold were to be $50 per ounce, 
the value of our existing gold reserves would in- 
crease nearly $11 billion — not enough to reduce 
our debt in any really appreciable way. Set aside 
as a foreign currency stabilization reserve, the $11 
billion “profit” on the upvaluation of gold would 
last only about two years. At least that is the exist- 
ing gap in our international balance that has to be 
settled by the ERP and other means — running 
currently at the rate of about $5 billion annually. 

The big argument for the uniform mark-up of the 
price of gold is, then, that it could add annually up 
to about $1 billion (through increased gold produc- 
tion) to the purchasing power of foreign countries. 
A billion dollars taken out in American industrial 
machinery, transportation equipment, and other 
capital goods could help substantially in increasing 
productivity and international exchange of goods 
in general. But the raising of the gold price would 
be no solution for the dollar shortage, which is 
basically a balance of payment problem and reflects 
the fact that we have a greater variety of goods 
available here and at lower prices than anybody 
else. The worldwide uniform mark-up in the price 
of gold would leave the relationship among individ- 
ual currencies unchanged. They would still be over- 
valued in terms of the dollar. 


Dangers Seen in Gold Action 


As a matter of fact, the devaluation of the dollar 
in terms of gold by the same percentage as the 
pound sterling would be downright dangerous at 
the present time because of its psychological effects. 
It would unquestionably stimulate gold hoarding 
and lead to a flight into commodities, real estate, 
and other real values. It would be decidedly infla- 
tionary here as well as abroad. This is one of the 
main reasons why the Treasury has been flatly op- 
posing the devaluation of the dollar as well as the 
return to the gold standard — the internal con- 
vertibility of dollar notes into gold. 

However, one could paraphrase Sir Stafford 
Cripps who recently stated that ‘‘anyone would be 
extremely foolish if they said that the price of gold 
has to remain where it is for all the time.” Should 
mass unemployment return some day, or should a 
severe decline in prices and the national income 
render the burden of the existing Federal debt dif- 
ficult to bear, then the Government and the Treasury 
may be more willing to listen to the arguments for 
a higher gold price — as they once listened to the 
Committee of the Nation in the early 1930’s. But 
that may be quite some distance off. 

Meanwhile, as it was already hinted, the devalua- 
tion of the pound sterling and numerous other cur- 
rencies, which will put them on a more realistic 
basis in respect to both gold and the dollar, may 
bring about changes, as a result of which the pres- 
ent price of gold in dollars, $35 per ounce, may not 
appear at all out of line. This is why: 

In the first place, the price of gold in the sterling 
area, which contributed more than 70 per cent of 
the world output, has risen sufficiently to assure 
considerable expansion of production. South Africa, 
British West Africa, New Zealand, and Rhodesia, 
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all important producers, will receive in the 
future 248 shillings per ounce of gold in 


is bound to be absorbed by higher costs and 
wages — but the spur to increase produc- 
tion will be there. If the countries that de- 
valued are able to restore their gold output 
to the 1940 peak level, then the dollar value 
of the world production (outside of the ] 30.00 
Soviet Union) is bound to increase from the 
present $840 million to about $1,250 million 
— an increase of some $400 million. 


South African Gold and Devaluation 20,000 


The greatest beneficiary is bound to be 
South Africa. In terms of South African 
pounds, its present rate of production, 11.6 
million ounces, will increase in value from [!6,00° 
about £100 million to £144 million. The new 
price will undoubtedly permit the working 
of leaner ores, and thereby add to the life of 
individual mines. It should also spur — by 
attracting new capital — the development 
of the new gold fields in the Orange Free 
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State. The working profit per ounce, which 
was compressed from 14s9d in 1940 to 8s3p in the 
summer of 1939, will probably spring back to the 
former level, depending upon the attitude of the 
Malan Government and the rise of costs and wages. 
Gold shares are booming. An increase in value of 
50 per cent and more, within a day or two after 
the devaluation, was reported from Johannesburg. 
The business recession in South Africa is over. But 
unless she gets a dollar loan, South Africa will not 
have many more dollars to buy here in the near 
future. Her latest effort to get a loan was unavail- 
ing and she is reported ready to slash U. S. imports 
50% next year. The long range outlook is, however, 
different. 

In contrast with South Africa, the 10 per cent 
devaluation of the Canadian dollar is unlikely to 
prove a great boon to the gold mines in the Domin- 
ion. The new price of gold, $38.50 (Canadian) per 
ounce, is only slightly larger than the old price, and 
the subsidy is certain to be 


unless the deflationary effect of sterling devaluation 
on our economy brings about some lowering of the 
production costs in the future. 

If the countries which devalued are successful in 
preventing the rise in prices and costs, the confi- 
dence of their nationals in their respective cur- 
rencies may be enhanced to such an extent that the 
hoarding of gold may be reversed into dishoarding. 
Since most of the so-called free markets for gold 
(except in Macao) are very narrow, i.e. working 
with slender supplies and satisfying a relatively 
small and fluctuating demand, the shift in the psy- 
chological attitude is likely to be reflected very 
quickly in the price of gold. In France, for example, 
the splendid recovery made last spring and sum- 
mer was already reflected by a substantial drop in 
the price of gold in francs. The decline of the price 
of farm products forced the farmers to fall back on 
their savings, and to dis- (Please turn to page 43) 








happened in South Rhodesia. 
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improving labor supply and Gold Ouput 
p gk pply a Volume Gold Output Approximate Official 
more efficient extraction (in 000 oz.) (in $ million) Prices of Gold per 
techniques, some of the big 1940 1948 1948 Ounce in Local Currency 
Canadian gold mining com- Sarai (festl git 0 Old New 
; Y out UII” cies sdaennaeeliaiadliceta J , \s 
fac “ae Rs sige L iin... @& 668 23.4 172 sh. Tas sh. 
orcupine, Lake snore, Ol |! Rhodesia 833 515 18.0 
linger, Noranda, and above [|New Zealand nn «BB 100 3.5 
all Yellowknife, should con- — ra giclee Sens soe — Pe = sie i sh. 
j x , ro ew Guinea "|| See ee Rone 406 I i { 
tinue to make a better show Kenya & Tanjan 22i 66 2.4 174 sh. 250 sh. 
Ing. India koe 289 185 6.4 116 rup. 167 rup. 
Belgian Congo 555 316 Ht 1,533 fr. 1,750 fr. 
Other Gold Producers — ance 883 ; = = ‘a 170 pesos(a) m.. pesos 
anada .......... s . 5,311 ,528 123.5 38.0 5 
+ + sys Total above ......... . 25,305 18,420 644.8 
Gold mining activities are |! United States. «8,920 2,099 73.5 $35.0 $35.0 
expected to expand materi- || Philippines 1,121 209 73 
ally also in Rhodesia, Aus- Chile & Peru 216 275 10.0 
tralia, and the Gold Coast — Venezuela, Ecuador... po = ye 
. . razi e 
(West Africa) - No change 1S Central America ........... 257 289 10.1 


anticipated in the United 
States, where the output of 


All other, exclud. Russia__ 
Grand Total 





.. 3,026 1,897 66.4 
$37,000 $23,800 $833.1 








gold is about one-third as (a)—Prior to July, 1948. 








high as before the war — 











OCTOBER 8, 1949 


13 










KG KM} 
What About a 
' Fair Deal for the 
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By JOHN D. C. WELDON 


y emphasis on pension and insurance 
benefits in lieu of fourth round wage increases sig- 
nifies that while the need to stabilize wages at this 
juncture is generally recognized (even the Adminis- 
tration frowns on further wage demands), this 
doesn’t mean that the battle for the division of 
business profits is abating. It is merely a new round 
in that battle with the idea to draw upon corporate 
profits to add to worker security. 


No one questions the desirability of security. The 
pension drives of the big labor unions call attention 
to the gravity of the social problem which the coun- 
try must face. Management in principle accepts the 
idea but insists that the cost should at least be 
shared. Who is to pay, and how much? has thus be- 
come the chief issue, whether the cost of security is 
to be superimposed upon present hourly wage rates 
or to come in part out of pay rates. Labor insists 
on the former which would be tantamount to a wage 
increase that can never be rescinded; management 
opposes the full assumption of this fixed charge on 
production. Much is at stake in the ultimate answer. 
particularly for the investor. He stands a good 
chance to be the one who pays the bill! 


A significant point was made by the steel fact- 
finding board when it stated that under present 
and foreseeable conditions (which include cost re- 
duction because of postwar plant improvement), the 
steel companies appear able to afford pension and 
insurance benefits, and still put into effect price re- 
ductions! Whether this is true or not may be a mat- 
ter of careful examination of individual cases, but 
it must sound ominous to the investor who in the 
postwar had to forego adequate dividends (in rela- 
tion to earnings) to help pay for the very plant im- 
provements which are now cited as proof for the 
“ability to pay.” Now that postwar expansion is 
largely completed, lessening the need for reinvest- 
ment of corporate profits and clearing the way for 
a more adequate share to compensate for investors’ 
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risks, the board suggests other 
uses. In other words, the in- 
vestor who has borne a large 
share of postwar expansion 
costs, foregoing higher divi- 
dends, is again placed at the 
tail-end of the parade. 

He shouldn’t fool himself. 
Whatever the outcome of la- 
bor demands, price increases 
will not, and can- 
not, follow this 
year’s settlement 
with labor. Price 
cuts, temporarily 
at least, may be a 
diminishing pos- 
sibility, if produc- 
tion costs go up 
as a result. But 
quite likely they 
may be ultimately 
forced by compe- 
tition; if so, it 
will mean lower corporate 
earnings, and lower dividends. 
Management may strive to 
maintain earnings by increas- 
ing efficiency, a process that 
usually requires capital in- 
vestment. If the latter is financed internally as it 
probably will have to be, considering the state of 
the capital market, the result for the investor will 
be the same. Reinvested earnings cannot be paid 
out to stockholders. 


Apart from this, insurance and pension benefits 
are long range considerations; they cannot vary 
with business conditions as wages do, but become a 
permanent charge. The steel report admits this. It 
views such charges as a fixed cost of doing business, 
a first charge on revenue before profits. But what if 
profits are slim, or non-existent? The fixed charge 
remains, eating either. into earnings or working 
capital. Again, the investor will have to bear the 
burden. 





I 









Investor the Forgotten Men 


It is time that stockholders are publicly recog- 
nized as having some rights, that capital deserves a 
decent wage, for without adequate returns, there 
can be no incentive for investment. So far the in- 
vestor has been the forgotten man. In the income 
race he is lagging far behind farmers and workers; 
in the race for corporate profits, his interests are 
considered last. Labor demands that the bulk of 
profits be divided up in the form of high wages and 
new social benefits. Consumers want a large slice 
in the form of widespread price reductions. Govern- 
ment itself takes a huge piece of the profit pie in 
taxes, and hungers for more. The investor, though 
risking his savings in financing industry and sup- 
plying the tools for labor, without which there would 
be no jobs, gets what’s left — after wages, taxes, 
plant expansion, reserves and surplus additions. 


It is probably little realized that at today’s prices, 
it costs over $8,000 to provide the tools, machines 
and factory space which each American worker 
uses on the average. Before any man can get a job, 
someone must put up the $8,000 to buy those tools 
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and machines. The stockholder who provides that 
money and who Owns the machines gets no fixed 
rental for their use. He merely shares in the profits 
of the business if there are any profits; instead of 
rent, he gets a dividend. 

How much did he get recently? In 1947, corpora- 
tions as a whole made a profit after taxes of 5.3¢ 
on every dollar of sales, which is not much larger 
than the average of 4.1¢ for the ten years 1937-46, 
and was lower than in 1929. 91.3¢ out of the sales 
dollar went for wages, salaries, materials, supplies, 
and other costs and expenses. Federal and State 
taxes took 3.4¢, and the remaining 5.3¢ were net 
profit. Out of that, two cents were paid out as divi- 
dends and 3.3¢ were retained in the business. Dur- 
ing the first nine months of 1948, corporate profits 
averaged 4.7¢; out of this, two cents were disbursed 
as dividends and 2.7¢ were retained. 


Small Profit for Bulk of Work 


The relatively small profit cited was the price you 
paid for all the work that the tools and machines 
did on the product you bought, and the owners of 
these machines received only two cents of that. But 
those tools and machines did nearly 90°: of the 
actual work. Human and animal energy did only 
one-tenth of it, but for that you paid fifteen times 
as much as you did for the machines. 

This should refute any charge that either profits, 
or dividends, were excessive, or that they were 
responsible for high prices, if one considers business 
as a whole. There are of course exceptions that do 
not show in composite figures. But such exceptions 
should be considered separately and not used as a 
basis for an all-out attack on business, or regarded 
as typical of business as a whole. 

The battle over profits is at the center of the 
struggle between management and labor. Labor to- 
date has done extremely well from whatever angle 
one looks at it. So have the farmers. Business has 
fared less well, thanks to high corporate taxes, and 
the investor has fared worst. 

If we examine the shares which these groups 
obtained of the entire national income, we find that 
corporate profits were nearly 10° of national in- 
come twenty years ago, and only about 8° of it 
today. Yet the significance of business and industry 
can hardly be said to have declined in the 


rather than depreciated dollars. A paternalistic 
government has been strongly supporting this de- 
mand. Farmers, at the expense of every consumer 
and taxpayer, enjoy high government-guaranteed 
prices which have skyrocketed farm income. The 
stockholders, just as hard hit by inflation and even 
more by taxes (his dividends are double-taxed), 
get no compensation for inflation. Being unorgan- 
ized, less vocal and having fewer votes, they can 
do nothing to insist on their fair share. 

At present the average wage earner receives over 
twice as many dollars as in 1940, and average farm 
net income is over three times as great as in prewar. 
At the same time, the cost of living has risen some 
68%, according to the official index, which admit- 
tedly is none too representative of actual conditions. 
But how about the stockholder? 

Dividend payments of all U. S. corporations last 
year fell short of doubling those in 1940 though 
corporate profits were more than three times higher, 
and the dividend income buys less than ever before. 
Corporations paid out only three-eigths of their 
1947-48 profits in dividends, retaining the balance 
for reinvestment in plant and to strengthen working 
capital. The latter needs are now less pressing, im- 
proving the prospects of disbursement of a larger 
share of earnings, but labor is promptly raising its 
claims against them. 


Pension Drive Likely to Broaden 


The drive for industrial pensions is apt to 
broaden; their ultimate cost will be huge and ever- 
increasing, adding materially to the cost of produc- 
tion. In the normal course of events, it will be the 
consumer who pays for the resultant higher cost of 
production, but the investor, too, is bound to feel 
the squeeze. Right now, he will again be penalized if 
labor continues to gain at his expense; if his legiti- 
mate expectation of a better return on his risk money 
comes to naught. 

His past disappointments in this respect explain 
the present scarcity of venture capital. It is difficult 
today to raise capital, on satisfactory terms, through 
the sale of common stock. There is no adequate in- 
centive, and this is the start of a vicious circle: 
Because it cannot get venture capital, industry must 
spend a large part of its (Please turn to page 42) 





interval; if anything, they are performing PERCENTAGE OF DIVIDEND PAYMENTS TO NATIONAL INCOME 


a greater service to the national economy 





than ever before. But where business has 
lost, labor has gained. 1 





Compensation to employees last year came 
to over 64° of national income as against] 6 





59% in 1929. The farmers’ share has risen 





from 6.4% to 8.2%. On the other hand, cor- 5 
porate profits (after taxes and inventory 
adjustments) dropped from 9.7% to 8.2%. 





But those who have taken the worst licking 
are the real owners of corporations the 








stockholders. In 1929, dividend payments] > 
amounted to 6.7° of the national income; 





in 1939 the share was 5.3%; last year it had J 2 
shrunk to 3.5%. 





No other group has lost so much, for this} | 
dwindling share, moreover, has_ shrunk 
enormously in purchasing power. Labor in-] 9 

















sists, with justification, that wages be meas- 29 
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= A-BOMB REPERCUSSIONS 


By E. K. T. 


GOVERNMENT reorganization and the three billion 
dollar savings promised in the Hoover Commission 
reports will not be achieved if the departments and 
agencies have their way. Resistance appears to be 





WASHINGTON SEES: 


Proof that organized labor sees little hope for 
success in the ‘fourth round’ wage demands is 
found in its abrupt switch to emphasis on pen- 
sion plans in new contracts. Whether the em- 
ployer should finance these alone or employees 
should make contribution has been raised to top- 
most position in current management-labor nego- 
tiations. 


The fact-finding board in the steel wage study 
encouraged union hopes for wage increases via 
pensions, by rejecting the companies’ contention 
that the worker should share the costs with the 
employer. Pensions, said the fact-finders, are 
“rates of pay.” Naturally, pay flows in but one 
direction. 


So mandated, a pension plan covers all the 
employees in a given group, whereas the alter- 
native program suggested by management gives 
workmen an election whether to give up part of 
their current income, or remain out. The latter, 
says union spokesmen, makes for unevenness of 
take home pay, complicates production cost com- 
putation, and causes unrest among non-covered 
workers who get no benefit out of one of the 
major concessions won by their scale committees 
in collective bargaining. 


Not all federal agencies concerned with labor 
and consumer problems will back the unions on 
the non-contributory pension idea. And the House 
Ways and Means Committee took a diametri- 
cally opposing view after a recent survey. Union 
experience isn't entirely back of it either: the 
two million railroad workers who have had a 
pension longer than any other major group chose 
the contributory system, will stick with it. 





16 


the code word in the first test if sentiment covering 
49 units of the Government which would be affected. 
Only six agencies gave enthusiastic approval, 15 
thought it had good. points, five documented their 
opposition—and 21 said they didn’t want any part 
of it. Committees of congress concerned with in- 
dividual departments have given it only glancing 
attention, have no concrete plans. 


JOHN L. LEWIS reportedly had in mind a major re- 
duction in storage stocks of coal that would improve 
his “bargaining” powers when he decreed a 3-day 
week in the mines. It hasn’t worked out that way. 
After nine weeks under the new plan, official figures 
show production has kept pace with consumption 
and the stockpiles have hardly been touched, except 
for exports to Europe and a much smaller tonnage 
sent to Canada which have accounted for a 6.8 
per cent drop in storage. United Mine Workers is 
worried but perceives a “silver lining”: ‘The only 
early stimulant on the horizon is an early cold spell 
that will awaken consumers,” says UMW. 


DISCOVERY that the atomic weapon is not a secret 
to Russia will have legislative, rather than military, 
impact upon the United States. The work of the 
Atomic Energy Commission is certain to be ex- 
panded; the 70-group air force comes into clearer 
outline; the protective wall of radar installations 
now will be taken seriously. On the diplomatic front, 
the “get tough with the Reds” attitude won’t change, 
at least not rapidly. Scientists still don’t believe Rus- 
sia has the bomb, although it has the makings. They 
say U.S. experience shows there’s a wide difference 
between the two. And, they’ve always cautioned 
that science knows no geographical borders. 


FUEL OIL investigation begun by the Maybank Com- 
mittee has excited interest in Washington happen- 
ings affecting petroleum. Senator Maybank intends 
to spotlight the reasons for boost in consumer prices 
—hbut what comes after that, even he doesn’t know. 
Commerce Department has been busy denying oil 
field equipment is being permitted to move to Russia, 
but admits a ban on petroleum shipments to China 
is being discussed with Great Britain. 
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Comment on Capitol Hill establishes that, if 
the senate had it to do over again, it would not have 
rejected the nomination of Carl Ilgenfritz for the 
Munitions Board chairmanship. The reaction has been most 
unfavorable to the senate; the implications of the 
action damaging to the hope of the country to obtain the 
services of trained specialists in time of need. 

The nominee was turned down, strange as it may seem, 
because he refused to accept pay for the job, preferred to 
retain the income from the position in industry 

to which he had devoted many years of effort. 
































The senate praised Ilgenfritz as few nominees 
for public office had been applauded in the past. 
But a majority was turned against him because he is a 
$70,000-a-year vice president of United States Steel Corp., 
and preferred that salary to the $14,000-a-year stipend 
the government offered. So, he would work for no pay 
insofar as the government is concerned. But, said the senators, no man can serve 
two masters. Forgotten was the principle and the performance of the wartime 
dollar-a-year executives. And the use of dollar-a-year advice is fundamental in the 
program of the National Resources Planning Board! 


























When republicans picked up a democratic seat in Pennsylvania in a special 
election, they saw immediate reflection of a 1950 sweep that would put them back in 
control of both houses of congress. Forgotten was the fact that the seat is normally 
republican, has gone democratic only few times in history and only when special 
circumstances accounted for the switch. While it gave the GOP a "lift", the party 
needs much more to win back congress than isolated testimony of re-activated support. 






































defeat seven democrats. Ihe keener analysts in the party see only four democrats 
in serious trouble and count more than that number in their own party as 
potentially weak. To organize the house, they must capture 47 additional seats. 


In 1948, democrats won 43 house seats by less than 10,000 votes. But the GOP won 44 
on less majority than that! 












































Republican king makers have not been distinguished for an adventurous 
political nature but they are sending up trial balloons to gain reaction to an idea 
that would be spectacular, to put it mildly. They're asking: why not nominate 
Senator Margaret Chase Smith for vice president in 1952? Able, experienced, one of 
the best vote attracters in the party, Mrs. Smith's nomination might prove the 
innovation to put new spirit in the GOP national fight. But the idea is headed for 
sudden death. Senator Taft's followers place him first in the list of 1952 
"probables," and they're out to discourage the Smith talk early. It would be 
unthinkable that either party would drop both top nominations into the U.S. Senate, 
they realize. 



























































political obligation, the selection of Sherman Minton to fill the more recent vacancy 
is a personal payoff. It was Minton, more than any other individual, who put 

Mr. Truman on the straight road to the White House. The President was an obscure 
senator until he came up with tke idea of the war contracts investigating committee, 
which he later headed with great distinction. 





























_ 
Minton was a White House administrative assistant (following his defeat for 
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information bearing upon execution of war contracts. He, not Iruman, thought up the 
idea of a public airing before a congressional committee. Part of the reason was to 
take the heat off the already overworked White House staff. 











Selection of Minton 10 years ago would have caused a furor. He out-New Dealed 
even President Roosevelt, had little regard for the Supreme Court as an institution, 
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and gloried in the invention of such slighting remarks about the basic document it 
interprets as "you can't offer a hungry man the constitution; it can't take the place 
of food, fuel and raiment." Minton has mellowed. Appointed to the federal bench 

he soon became rated with the best of the country's justices. And, he'll be the only 
associate justice with previous appellate court bench experience. Chief Justice 
Vinson was an appeals court judge, briefly. 




















Commerce Secretary Sawyer's tour of the United States to find for President 
Truman what the country thinks should be done to bring about sound operation of 
government, brought together a series of recommendations which are by no means new, 
but which now have the advantage of being tied in as a single set of proposals. 
Congress and the White House are mulling them over but there's no apparent enthusiasm. 




















Sawyer found areas suffering heavy unemployment are interested in federal 
contracts for their local firms, but in the same breath were calling for reduction 
of federal expenditures. Almost universally, there was a demand for repeal of 
wartime excise taxes; yet more liberal deductions from federal income taxes were 
asked, especially on the item of depreciation. A recommendation that capital 
improvement financing be exempted from taxation cropped up here and there. 


























Federal, state and local governments should be prepared to accelerate 
public construction programs, but the federal programs should be deferred as long as 
possible, Sawyer was advised. This appeared to mark a trend away from centraliza- 
tion, a limited divorce from Washington which, however, did not extend to 
non-acceptance of federal money. Mounting price increases were found a fundamental 
worry in all sections of the country but Sawyer was unable to find any real demand 
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interest in a proposed constitutional amendment which would provide: "Taxes levied 
by the federal government shall be limited to 15 per cent of the average national 
income for the preceding quadrennium, and the national debt shall be limited to 
254 billion dollars." 


The suggested amendment is likely to attract some interest but unlikely to 
win any votes in congress. Except for the contingency of war -- in which event all 
bets would be off -- the formula is too rigid, does not take into consideration the 
especial needs which might arise in peacetime. Senators and Representatives who 
couldn't make a planned budget based on a pre-determined cost of government stick, 
just aren't interested, even with the safeguard of power to pass deficiency 
appropriations bills. 















































Legislative budget of the CIO for this congress has been shaved down to 
pious declarations and completely avoids civil rights and related bills. But it 
doesn't shed the practicalities of the labor lobby. Released to its members with a 
report on status and a recommendation as to what should be done at this point, it 
says of the Taft-Hartley Act repealer: "Give Political Action Committee $1 and get 
ready for 1950 elections." 



































Forsaken, too, is the once powerful drive for a broadened and liberalized 
wage-hour bill. CIO-PAC now bases its hopes on better enforcement of the slightly 
amended law. Says the release: "Ask Senators, Congressmen to insist on better 
coverage and enforcement provisions." But hope is expressed for social security act 
improvements, aid for middle-income housing programs and loans to cooperatives. 

The Mundt-Ferguson Bill is made a major target of attack. "It is dangerous to basic 
civil rights," says labor's political wing. It's a safe area of contest; there is 
little likelihood congress will give the measure much attention and virtual certainty 
it will die in committee. 















































market for prefabricated houses. It has found itself with 262 plywood prefabs on 

its hands after Federal Housing Administration refused to grant mortgage insurance to 
262 dwellings in Arkansas. The buildings, knocked down, are on the market for bid 
and aren't attracting would-be purchasers. 
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The Expanding. ... . 
NATURAL GAS 


PNEBUSIRY..... 


By EDWIN A. BARNES 


ew industries have enjoyed more dynamic 
growth than that experienced in recent years by natu- 
ral gas. To anyone in touch with economic trends this 
spectacular progress is not surprising, for natural 
gas has gained tremendous competitive advantages 
since wage costs began to climb at the end of the war. 
Although the rate of expansion promises to slacken 
in the future, there is little doubt but that popularity 
of natural gas as an industrial and residential fuel has 
gained such a powerful foothold that its importance 
in the national economy is bound to increase. 

Evidence of extensive gains in recent years and of 
potentialities for the future is to be found in the 
growth of customers as well as in the enlargement of 
distribution systems to areas previously untouched. 
So long as consumer purchasing power remains un- 
impaired and natural gas enjoys reasonably competi- 
tive advantages, there is no doubt that its popularity 
will grow, for resources are more than adequate to 
meet market demands. As representatives of a growth 
industry, therefore, natural gas securities deserve 
consideration. A wide variety of stocks, representing 
production and distribution activities, is available 
from which selections may be made. Statistical data 
showing earnings results and dividend rates by which 
comparisons may be made, are presented in the ac- 
companying tabulation. 

In appraising the outlook for securities in this in- 
dustry, it is well to understand basic reasons for its 
spectacular growth—since the product is by no means 
a recent discovery. As a matter of fact, records indi- 
cate the Chinese used a gaseous substance some 2,000 
years ago in evaporating brine to recover salt. More- 
over, huge quantities of natural gas were wasted in 
early years of the oil industry’s development when no 
effort was made to conserve supplies produced as a 
byproduct of petroleum production. For almost a 
generation, early in the century, natural gas was 
cheap and popular in areas where it was recovered, 
but difficulties involved in distribution hampered its 
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expansion. 
Consump- 
tion barely 
doubled in 
more than 
fourteen years prior to 1920. Another 100 per cent 
increase occurred in the next decade, but the most 
rapid expansion has taken place since 1940 and it is 
estimated that within another three years, the na- 
tion’s pipeline system will be capable of delivering 
twice as much natural gas as was consumed in 1947. 

Two fundamental reasons account for this out- 
standing progress: (1) Sharply increased wage costs 
involved in production and distribution of competing 
fuels and (2) technological achievements that have 
enabled the industry to transport gas through pipe- 
lines to the populous areas of the country where the 
fuel may be made available for industrial and resi- 
dential heating purposes. Any householder in north- 
ern sections of the country who has been made acutely 
aware of home heating costs in recent years readily 
can appreciate the advantages of gas when he learns 
that, whereas fuel oi] and coal have more than doubled 
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Statistical Summary of Natural Gas Companies 








Operating Revenues 















































$ Million Net Per Share: Estimated 1949 

First Half First Half _ Div. Div. Div. Recent Price 

1946 1947 1948 1949 1946 1947 1948 1949 _:1948_—:1949__Yield* Price Range 
Arkansas Natural Gas “A”. $62.7 $86.2 $114.8 n.a. $ .39 $ 80 $1.44 n.a. $.40 $60 60% 10 10%- 51, 
Columbia Gas System......_95.0 _INN.7 120.1 $67.5 1.20 1.36 1.14 § .63 75.75 68 Ih 12 -9% 
Consolidated Natural Gas 76.0 _94.1_—*(103.2_ 62.04.62 4.51 g 375g 3.14 2.00 2.00 4.8 41/p—461/4-38Yg 
El Paso Natural Gas. 85 104 217 14.1 1.25 1.71 2.34 2.28b 80 1.20 48 25% 29 -23% 
Lone StarGas.. 29.8 40.6 49.6 ~—28.0 1.24 1.87 2.27, 1.31100 1.20 54 22g 24N/2-204 
Northern Natural Gas 193 235 268 15.0 2.68 3.23 3.12 1.460 1.80 1.80 5.1 35% 364-31 
Oklahoma Natural Gas... 15.4 «17.2191 = 20.4e 2.012.463.4237 e 1502.00 6.6 30 44-27% 

Pacific Lighting 8.0 77.0 «95.3 “NOI 4.84 4.86 4.20 3.59b 3.00 3.00 5.724 54-50 
Panhandle Eastern Pipe Line 27.6 30.4 34.1 —=«*17.7 4.40 4.49—«4.70——2.38 3.00 3.00F 5.2 5794 59/9494 
Southern Natural Gas... 19.5 22.0 26.7 30.0 b 2.66 2.66 3.15 3.09 4 1.75 2.00 6.0 332 34 -28% 
United Gas Corp. 62.27. 92.-——47.9 1091.50 1.71 841001005 BIBS 





a—Based on number of shares outstanding June 30, 1949. 
*—Based on estimated 1949 dividend. 

b—1I2 months to June 30, 1949. 

c—I2 months to July 31, 1949. 








e—12 months to July 31, 1949. 
f—Plus stock dividend. 
g—Based on 2,728,359 shares in 1947 and 3,274,031 shares in 1948. 














in price in the last decade, the cost of natural gas 
based on heating qualities has declined. 

Almost simultaneous discovery of vast oil and gas 
supplies in the Southwest in the middle 1920’s and 
the invention of seamless steel pipe capable of being 
welded and placed underground economically gave 
impetus to the industry’s growth. Progress since then 
in developing powerful pumps and in perfecting 
ditch-digging machinery to speed laying of pipelines 
has permitted extension of vast systems to the North 
Atlantic states. Plans have been completed for exten- 
sion of distribution systems to New England in the 
next few years, so that all parts of the country will 
have access to natural gas produced in the Southwest. 


Potential Market Barely Tapped 


Potential market for natural gas barely has been 
tapped, it is pointed out by those familiar with con- 
ditions. The extent to which undeveloped areas will 
be exploited in the future, however, depends on com- 
petitive conditions. The cost of changing over from 
coal or oil to gas, for example, is no small matter, and 
consumers considering such a problem must take into 
account potential economies as well as advantages in 
cleanliness, etc. Heavy distribution costs tend to mini- 
mize advantages of natural gas at great distances 
from the source of supply. Thus, if fuel oil prices are 
not advanced importantly from levels reached early 
this year when excessive supplies came into the mar- 
ket, demand for natural gas may not remain so urgent 
as it was a year or two ago. 

Possibilities of expansion may be better appre- 
ciated in a brief survey of costs showing the extent 
to which natural gas has strengthened its competitive 
position in the last decade or two. Natural gas long 
has enjoyed distinct advantages over competing fuels 
at sources of supply chiefly because it has been pro- 
duced in abundance at nominal cost and supplies at 
the source have far exceeded demand. At distant 
points, however, both coal and fuel oil have been 
cheaper until immediately after the war when prices 
of the latter soared. 

It may be helpful to see how prices have fluctuated 
for fuel oil and coal, as compared with natural gas. 
In the table, quotations are for natural gas delivered 
to industrial consumers at points distant from the 


an 


Southwest and are per thousand cubic feet. For heavy 
industrial fuel oil, the quotations are per barrel at 
principal cities. Bituminous coal is quoted by the ton 
at principal distribution points. 


Year Gas Oil Coal 
ER 19.7¢ $1.29 $4.38 
MOBS eyo oP oer 18.3 tai 3.97 
11 3 ee re Mae aire ona 16.5 2 SuiZ 
10 255 AE ae ee Coma 16.9 1.28 4,39 
1133 et ee Re nee 17.5 1.44 4,51 
SEE IOER Des 16.6 127 1.36 
2). eee eRe eee 17.1 1.49 4.75 
HOA SS ce een e somes 16.7 1.70 Broil 
I Sacha ahah iaseimiensete 15.8 1.78 5.63 
scree eon nee 18.4 2.52 7.13 
SU ack herh ceirouer eo cusek 18.8 3.37 8.90 


It may be seen that the delivered price of natural 
gas has remained virtually unchanged in the last 
twenty years, while competing fuels have risen 
sharply in the last two years. Oil quotations have 
eased since the 1948 peak, but coal has held around 
its highest level on record and shows little promise 
of becoming cheaper. Rising labor costs have ab- 
sorbed all technological benefits in production through 
installation of mechanization. The shift from coal to 
other fuels, therefore, which has been in progress 
for a generation, promises to continue. Gains made 
by natural gas may be visualized in the following 
tabulation (percentage of total fuel consumed on 
“therm” unit basis) : 





Year Coal Petrol. Gas 
ee: 87.9% 8.4% 3.7% 
| CES 83.2 PALE 4.1 
Ee 65.4 24.9 9.7 
11)! Cnn A een ee Bball Sore ili teyy 
ere errr 52.9 33.1 14.0 
I Sirah ch ta 49.3 35.3 15.4 


To understand more readily the economics behind 
the rising popularity of natural gas, it is only neces- 
sary to compare costs over recent years. Here it may 
be seen, based on heating qualities, how much more 
economical natural gas has become while other fuels 
have risen. Data compiled from records of Panhandle 
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Eastern Pipeline Company, showing wholesale year- 
end prices in several cities served by the company, 
indicate that natural gas costs declined from 29 cents 
for a million “therm” units in 1940 to 20 cents in 1944 
and this price has prevailed since then. Fuel oil giving 
the same heating value increased to 31 cents in 1944 
from 25 cents in 1940. A further advance took place 
in following years until 1947 when a high of 65 cents 
was reached. Last year a moderate decline occurred 
at 57 cents. 

Even on this basis, however, the same heating qual- 
ity of fuel oil cost almost three times that of natural 
gas, whereas in 1940 fuel oil was slightly cheaper. In 
bituminous coal a similar change has taken place. On 
basis of heating value, coal cost 18 cents in 1940, or 
not much more than half the cost of natural gas. By 
1944 coal had become more expensive at 23 cents 
against 20 cents for natural gas, and by 1948 coal had 
increased to 38 cents for equivalent of a million BTU, 
which was almost twice the cost of natural gas. 


Economy a Major Advantage 


From these figures it may be seen that gas com- 
panies no longer need to stress convenience and clean- 
liness in their sales talks to convince customers. As a 
matter of fact, in many areas gas utility operators 
have been compelled to turn down applications for 
service because of the greatly increased demand and 
the consequent shortage of supplies. In Ohio and other 
areas to the East, where shortages had been acute in 
the last two years, supplies have been increased and 
utilities expect to be able to fill all demands this win- 
ter. New customers are being added as rapidly as 
equipment becomes available. This development 
points to greatly enlarged sales of natural gas in the 
large consuming markets through the Middle West 
and industrial regions in Pennsylvania, West Virginia 
and Ohio. 

So much for growth characteristics of the industry 
and its competitive position. Now let us turn to prin- 
cipal companies represented in production and dis- 
tribution. There are about half a dozen major whole- 
salers—E] Paso Natural Gas, Northern Natural Gas, 
Oklahoma Natural Gas, Southern Natural Gas and 
United Gas Corp. Among several prominent 


In studying investment potentialities in this indus- 
try it is important to remember that Government reg- 
ulation is a factor to be taken into consideration. The 
Federal Power Commission has been clothed with au- 
thority over wholesale distributors—pipelines whose 
networks cross state lines. To a considerable extent 
this authority exerts control over production by 
reason of regulation of rate structures of pipeline 
companies which also own production resources. Com- 
mission regulations presently are set to permit a 6 
per cent return on depreciated original cost of pipe- 
line operations. Earnings are enhanced in many cases 
by direct sales to industrial customers which are ex- 
empt from Government limitations. 


Federal Regulation 


Attempts of the Federal Power Commission to ex- 
tend its regulatory authority over production by 
means of rate regulation have encountered court ac- 
tions and have led to several proposals for legislative 
relief, but thus far proponents of a measure aimed at 
curbing the F.P.C.’s powers have been unsuccessful 
in gaining Senate support. The Commission also has 
indicated its intention of trying to control the “end 
use” of natural gas so as to restrict its application to 
retail consumption. In other words, the Commission 
apparently seeks to bar the use of the product as a 
substitute for coal as a boiler fuel. As replacement for 
other fuels in boiler operations, natural gas com- 
mands lower rates than would be obtainable in direct 
retail activities. 

State regulation over retail operations has differed 
little in the case of gas companies from similar action 
with reference to power and light companies. Rules 
generally have been regarded as reasonable. Although 
costs of distribution have increased, rapid growth 
in sales has tended to sustain earnings in almost all 
instances so that retail companies have not found 
occasion to seek higher rates. 

Though F.P.C. regulation has shown indications 
of being stricter than has been the case with State 
Commissions, and this fact has disturbed investors to 
some extent, stocks of pipeline companies generally 
have had greater appeal (Please turn to page 44) 





retail distributors are Columbia Gas System, 
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Consolidated Natural Gas, Lone Star Gas and ait 


Pacific Lighting Corp. 


SALES & REVENUES OF NATURAL GAS INDUSTRY 





In addition to these concerns, numerous §2,$00 
other companies merit consideration as bene- 
ficiaries of eventual expansion of natural gas 
distribution. Metropolitan producers of manu- 








factured gas are making preparations — or = y, 
have completed arrangements—for purchase §™ f 
of natural gas to mix into their own manu- y SALES 
factured product or to use as fuel in making CIM BI Larons oF 
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gas. Extension of pipeline system to the North = 
‘) 























Atlantic area has paved the way for impor- 
tant operating economies for long established 
gas utilities. Moreover, quite a number of 
leading petroleum companies are sharing in 
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this industry’s growth by reason of their re- §400e 
serves of natural gas or their sizable produc- 
tion. As an example, Phillips Petroleum is re- 
garded as an important factor in this phase 


























of petroleum, while Shamrock Oil & Gas is } seo 











another engaged in production of large quan- 
tities for sale to wholesale distributors. Cities ] 300 


Service subsidiaries are experiencing rapid 2 







































































growth in production and sale of natural gas. (-__—< 
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FOUR 
Stable Earners 
With Assured 
High Income 








SELECTED BY OUR STAFF 

Dn a period like the present when the 
average yield of all stocks listed on the New York 
Stock Exchange is around 7%, it is evident that in- 
vestors are prone to question how long prevailing 
high rates of return will endure. Now that more 
normal times have arrived to take the bloom off post- 
war record earnings, there is no doubt that many 
concerns will become less liberal in their dividend 
disbursements. Uncertainties, on the other hand, 
have depressed prices and established high yields for 
many shares in enterprises that upon careful analy- 
sis should enjoy relatively stable, if not, improved 
volume and earnings. It is opportunities such as 
these which our research department is constantly 
trying to uncover for our readers. 

As a rule, abnormally high yields are a red flag 
that signal instability on the road ahead, but current 
conditions are such as to provide many exceptions 
to this rule. The continued high level of disposable 
income and the widespread enjoyment of better liv- 
ing standards point to well sustained prosperity in 
certain essential industries. Leaders in these groups 
may experience a moderate decline in earning power, 
but in many instances dividends at current levels 
should be amply covered and in some, even improved 
as time passes and business activities follow the 
usual secular pattern. Present high yields thus may 
be considered dependable in selected cases, and give 
promise of price appreciation for their respective 
shares when time confirms earnings stability. With 
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this in mind, we have selected four 
concerns that appear to qualify in 
the foregoing category. 

The drug industry is especially 
slow to reflect changes in general 
industrial prosperity, either one 
way or the other. The primary urge 
to buy medicines is little stimulated 
or curbed by variations in con- 
sumer purchasing power. While 
this applies in lesser degree to 
ss proprietaries and toilet prepara- 
es tions, concerns with well established brands 
and output that includes medicinals as well, 
enjoy unusually stable over-all demand. Rel- 
| atively slow but steady growth for well di- 
s versified leaders in this field seems pretty cer- 
tain, somewhat proportionate to increased 
population, though disposable income is also 
a factor. Reputation for quality medicines and 
aggressive promotion of proprietary brands 
have firmly entrenched sound drug manu- 
facturers not only in the domestic field but 
in world markets as well. One of these out- 
standing concerns, Sterling Drug, Inc., we 
have selected as our choice in this industry. 
The remarkable development of demand 
for petroleum products, at home and abroad, 
has created an exceptional record for nu- 
merous well integrated concerns, some of 
which have reached giant size. Those with 
ample refining and distributing facilities, 
backed with enormous holdings of proven 
crude oil supplies, are fortunately situated 
to meet increasing world demand for their numer- 
ous products. Fuel and lubricating oils for industry 
and transportation, heating fuels for home owners, 
plus thousands of byproducts and chemicals derived 
from crude oil combine to create an assured stable 
demand. The increasing cost of coal has also 
strengthened the industry’s competitive position, 
while the expanding number of powered vehicles on 
the roads and the increasing popularity of diesel en- 
gines enhances market potentials. From an operat- 
ing viewpoint, the oil industry has an outstanding 
advantage in having its wage cost factor among the 
lowest in the economy. Despite the vast capital now 
invested in the field, demand for petroleum products 
has been so insistent that only recently in postwar 
has supply become fairly balanced with demand. 
Among numerous logical selections for our special 
purpose, Shell Oil Company has been our final choice. 


Stability of Variety Stores 


Another form of enterprise that traditionally can 
count on rather stable volume in good times and 
lean is represented by well established variety stores. 
The experience of some of the large chains selling 
women’s and men’s apparel and household items at 
low prices has been featured by relatively steady 
volume in recessive periods. Extension and moderni- 
zation of these chains on a large scale in locations 
where population growth seems sure enhances their 
prospects for sustained progress. Success in this 
field has hinged mainly on efficient management in 
centralized purchasing, rapid turnover and pricing 
policies. According to our analysis, McLellan Stores 
Company provides an outstanding example in these 
respects. 

Little study is required (Please turn to page 41) 
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‘Long Term Debt: None 
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SHELL OIL COMPANY 


BUSINESS: Until recently called Shell Union Oil Company, this well in- 
tegrated operator has become one of the major factors in the domestic 
oil industry. Operation of six refineries with daily capacity of about 
355,700 barrels, a vast pipeline system, more than 6,000 retail service 
stations, and 7,800 producing oil and gas wells plus control of some 3 
million acres of potential oi! lands round out the picture. Company is the 
American unit of Royal Dutch Shell group. 


OUTLOOK: Ultra-conservative dividend policies in postwar have enabled 
this concern to plow back very large sums from earnings to expand its 
facilities and to develop new oil resources. In 1948, investments of this 
kind totalled over $122 million and further large sums are being spent 
in the current year. Despite withdrawals of some 215 million barrels of 
crude in the last three years, proven reserves have expanded to more 
than 745 million barrels. Annual outlays of $10 million for research 
promise to bear fruit in the development of numerous new or improved 
products characteristic of this complex industry. In the current year, Shell 
Oil Co. like all of its competitors has experienced a decline in sales and 
earnings from the boom heights of a year earlier, but they remain far 
above all prior experience and presently seem likely to level off or in- 
crease moderately. In the first half of 1949, net of $2.79 per share com- 
pared with $4.15 in the comparable 1948 period, covering the semi-annual 
dividend of $1 per share by an ample margin, though this concern charges 
off all development expenses to current earnings. Payment of a $2 per 
share dividend in the second half year, as was made last year, seems 
quite probable in view of the improved outlook. Prospects of steady de- 
mand at high levels for most of the company's numerous petroleum 
products, together with its extensive distributing facilities, suggest well 
maintained long term growth. 

FINANCES: $121.7 million of 25-year 2!2% debentures outstanding have 
aided in financing the company's significant recent growth at an ex- 
ceptionally low rate of interest. No preferred stock precedes the common. 
MARKET ACTION: Recent price—37 compares with a 1949 high of 
391/4 and a low of 30. The yield based on $3 per share annual dividends 
is close to 8%. 


COMPARATIVE BALANCE SHEET ITEMS 














December 31, 

1940 1948 Change 
ASSETS (000 omitted) 
MY cick incates cup cuss dancercsanevuabeciasunsmesmunaeinul $ 41,548 $ 54,194 +$ 12,646 
Marketable Securities .. ; 16,243 34,717 + 18,474 
Receivables, Net .... 23,632 80,322 + 56,690 
WV OMEOPIDE 6. icccccorecesecasssss 48,186 100,270 + 52,084 
TOTAL CURRENT ASSETS . 129,609 269,503 + 139,894 
Plant and Equipment......... 640,483 998,173 + 357,690 
Less Depreciation ...................... 412,714 664,192 + 251,478 
Lo lled 1) diene On ECR BERD er Pe 227,769 333,9u1 + 106,212 
MII IN ooo caococeusncis te 26,631 37,084 + 10,453 
I, MI won. 60 oe ay w Sense santa vee Wan bse $384,009 $640,568 +$256,559 
LIABILITIES 
Accounts Payable .........................:..605 $ 15,385 $ 78,687 +$ 63,302 
RRS 2 SER pero eas 18,248 62,221 + 43,973 
TOTAL CURRENT LIABILITIES . on 33,633 140,908 + 107,275 
WRG 5x5 ace Sake Cab nas sdecasicede Geta Bicnrceose La Tee eer oeer — 1,151 
I FEIN RF dace cas doa candd Bobetaceceses 85,245 121,797 + 36,552 
Preferred Stock . CS re — 33,123 
Common Stock ... 196,059 202,059 “hb 6,000 
ERS Sree ee 34,798 175,804 + 141,006 
TOTAL LIABILITIES ... $384,009 $640,568 +$256.559 
WORKING CAPITAL .... .. $ 95,975 $128,595 +$ 32,620 
GOPRRIIET TRATIONS ooo. .osis0s.cc es -Cedetincbesedeons 3.8 1.9 = 1.9 
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SUNSHINE BISCUITS, INC. 


BUSINESS: Next to the largest biscuit baking concern, producing its en- 
tire flour requirements in its own mills. Bakery output includes more than 
a hundred kinds of cookies and crackers, many with well established 
brand names. Plants are strategically located from coast to coast. 


OUTLOOK: A strongly established trade position and intensive adver- 
tising activities help to sustain sales at high levels, now well above $100 
million annually. The company's postwar modernization program, now 
complete, assures operations on an exceptionally economical scale. What 
the management claims as the world's most modern biscuit and candy 
plant has just been placed in operation in Kansas City, Kansas, equipped 
with giant ovens two blocks long. This increased capacity should help to 
extend a well sustained uptrend in volume that has more than doubled 
annual sales in eight years. Since the price of bakery goods has had 
the smallest increase of all major food products since 1939, this com- 
pany’s pricing problems have been minimized, and competition is less 
likely to force significant concessions that would cut into operating mar- 
gins. Introduction of Sunshine Shredded Wheat and increased emphasis 
on candy sales promise to aid volume and earnings. With the company's 
facilities improved as planned and working capital at record propor- 
tions, it is possible that dividend policies may become more liberal in 
the relatively near term. Well integrated manufacturing operations and 
improved equipment should stabilize earnings at a level that could war- 
rant dividend stability and gradually increased payments. 


FINANCES: Cash holdings of $13.3 million at beginning of 1949 ex- 
ceeded total current liabilities of $8.4 million and a current ratio of 3.! 
indicated a comfortable position. Reserves of $1.5 million for inventory 
declines have been established. 


MARKET ACTION: Recent price—49 compares with a 1949 range of 
high—4934, low—36!/4. An increased third quarter dividend of $1 per 
share, if held in the fina! period, would make a total of $3.50 for 1949, 
thus providing a yield of 7.1%. 


COMPARATIVE BALANCE SHEET ITEMS 


December 31, 
4 















1940 1948 Change 

ASSETS (000 omitted) 
CI eco icercrectintiiccs dasaertgs ees Ae $ 3,106 $ 13,305 +$ 10,199 
Receivables, Net ... senmuncacasentiasenaaenee 2,157 2,912 ao 755 
Inventories ............. Neale tpa eget ane tea oeied 3,487 10,669 oh 7,182 
TOTAL CURRENT ASSETS............. ; 8,750 26,886 + 18,136 
Plant and Equipment ..................... 19,149 23,444 + 4,295 
Less Depreciation .... ‘iamaiaes 8,629 8,378 - 251 
OG. PHORORED ccc cccessscsccecesc< ; 10,520 15,065 + 4,545 
Other Assets ................. te) Sees 9,292 361 = 8,931 
ODER nono accececccsszcesenrevercgerssseasss, AGO «66 GY GESTS +$ 13,750 
LIABILITIES 
TR PI issn c5icok isc cvcsacteciccncnaviecs $ 478 $ 977 +$ 499 
Accruals deaectcl 355 1,794 oe 1,439 
Lk RO eS Sen See 716 5,697 _o 4,981 
TOTAL CURRENT LIABILITIES.................. 1,549 8,468 6,919 
MO onic s cachet Case Disansacdedededcs cerdsdaive 163 4,340 + 4,177 
Preferred Stock ... gt _- 4,071 
Common Stock faksidehsccegsecds 12,805 12,765 os 40 
NE oor cccsnaksen tn iiecisciniccnnccddtdasnedesocetaseos 9,974 16,739 oo 6,765 
TRRUME MEMUNRB NOM ooo ocescicccadfeiceccdsssseoneds $ 28,562 $ 42,312 +$ 13,750 

- $ 7,201 $ 18,419 +$ 11,218 

5.6 3.1 ae 2.5 
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MCLELLAN STORES MLL 
Price Range 
1929° - 1935 
High — 59% 


Low 


None 
851,146 - $1 par 
Jan. 31 

















1941 1942 1943 1945 1946 1947 1948 1949 
-42 | 1.43 | 1.54 |1 4.00 | 3.62 | 3.60 


McCLELLAN STORES COMPANY 


BUSINESS: Company operates 224 stores in 29 states east of the Rocky 
Mountains, mainly located in smalier communities depending rather 
heavily on agriculture. Offerings consist chiefly of items priced from five 
cents to a dollar. 


OUTLOOK: The improvement in farm income and liquid resources during 
the last ten years has been very beneficial to both volume and earnings 
of McLellan Stores Company. Large sums invested in store modernization 
and additions enhance further growth potentials of this chain operator, 
provided farm income suffers no serious reverse which is unlikely under 
existing farm price support policies. Vigorous merchandising policies that 
should continue, have more than doubled annual volume in the course 
of a decade and more than tripled both net income and dividend pay- 
ments in the same span. Under current uncertain conditions, sales for 
seven months ended August 31 amounted to $27.8 million, only 1.4% 
below the same 1948 interval, attesting to unusually stable demand in the 
areas in which the company has become so well entrenched. While mark- 
downs and higher costs have slightly pinched margins, net earnings of 
$3.22 per share for 12 months ended July 31 compared with $3.74 in the 
corresponding 1948 span and may give a clue to full year expectancies. 
Thus far in 1949, McLellan Stores has paid $1.87!/2 per share in dividends, 
including two extras, with the best period of the year yet to come. While it 
looks as if total dividends may exceed the $2 per share distributed in 
1948, at even that rate the current yield would be around 9%. As chances 
are good that dividends will remain fairly stable for an indeterminate 
period, the shares have considerable speculative appeal. 


FINANCES: At the end of 1948, neither funded nor short term debt ap- 
peared on the company’s balance sheet and sole capitalization consisted 
of 851,165 shares of common stock. Working capital of $9.6 million and 
a current ratio of 2.8 attested to a satisfactory financial position. 


MARKET ACTION: Recent price—2I!/2 was about midway between the 
1949 high of 22!/, and the low of 19//. 


COMPARATIVE BALANCE SHEET ITEMS 
January 31, 
1 






940 1949 Change 

ASSETS (000 omitted) 

TS ONG RIEL cre RE NC ee Rae EPP $ 1,362 $ 5,906 +$ 4,544 
RS I on concvccupsneascisossessres 30 94 ao 64 
i can ocnonascrpuseacshaebean se 4,082 8,935 oh 4,853 
TOTAL CURRENT ASSETS. x 5,474 14,935 oh 9,461 
Plant and Equipment..... a 5,021 8,637 a 3,616 
Less Depreciation ...... 2,046 3,490 + 1,444 
Net Property ..... 2,974 5,147 oe 2,173 
Other Assets ..... * 287 627 fe 340 
EAE IIEUID snes cccstcsassntcvscsursshvessescesses 8,735 20,709 + 11,974 


LIABILITIES 
Accounts Payable ... 








A eee ae m 395 1,953 a 1,558 
Income Tax Reserve.............. > 117 1,268 oh 1,151 
TOTAL CURRENT LIABILITIES.. = 1,423 5,249 +. 3,826 
II, cccsschincnssnacessctvisnesestichideubiecsonssen 206 200 — 6 
ee a ee eee See a — 3,000 
Common Stock .... 733 851 oe 118 
ES SE 3,373 14,409 + 11,036 
TOTAL LIABILITIES .... $ 8,735 $ 20,709 +$ 11,974 
WORKING CAPITAL .. . $ 4,050 $ 9,686 +$ 5,636 
EE TINE Sn cncasccicionsncasacnssnasentenneses 3.8 2.8 — 1.0 
. 
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STERLING DRUG STY 


Adjusted 

Price Range 
1929 - 1935 
High — 34 
Low — 22% 


Payable: $14,710,000 
Subsid. Mtg: $49,018 
. 34% Pfd: 121,700 - $100 par 
- Common: 3,793,247 - $5 par 
Fiscal Year: Dec. 31 : 
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STERLING DRUG, INC. 


BUSINESS: Company for half a century has been a prominent producer 
of proprietary medicinals and toilet specialties. Its output includes such 
items as Bayer’s Aspirin, Castoria, and Phillips Milk of Magnesia. Ac- 
quisition of Winthrop Chemical Company a few years ago broadened 
offerings into the field of ethical drugs. 


OUTLOOK: Through 1948, volume of this aggressive concern advanced 
for the sixteenth consecutive year. In the recessionary first half of 1949, 
sales declined only 2.3% below the first six months of 1948, attesting to 
the company’s strongly entrenched trade position and the popularity of 
its numerous products. Long one of the nation’s most important adver- 
tisers, Sterling Drug should continue to progress through widespread use 
of television, radio, newspaper and magazine contracts. This should tend 
to increase sales of its popular brands and medicinals, especially as the 
company has found it good business not to raise prices much since pre- 
war. The outlook for foreign sales, which amounted to $5! million or 
38.1% of $134.2 million total sales last year, is promising despite ex- 
change problems, because of priority in demand. At the end of 1948, 
the company had a balance of more than one million dollars in its 
reserves to allow for exchange fluctuations. That fairly stable earnings are 
indicated for the current year is shown by net income of $1.85 per share 
in the first six months, compared with $1.94 in the same 1948 period. As 
the company in the past has distributed considerably more than half of 
earnings, the outlook for dividends is enhanced. Quite possibly a year- 
end extra may bring total dividends to $2.25 a share, thus matching the 
1948 record. Some payments have been made reqularly since 1902, 
creating for the management a reputation of being one of the most 
efficient in the industry. 


FINANCES: An insurance company loan of $12 million at 3% in 1948 
lifted working capital to a record high of $44.7 million and the current 
ratio to 3.4%. 

MARKET ACTION: Recent price—383g compares with a 1949 range of 
high—41'/2, low 3534. Based on 1948 dividends, the current yield is 
about 6%. 


COMPARATIVE BALANCE SHEET ITEMS 


December 31, 


1940 1948 Change 


ASSETS (000 omitted) 

osc is siecle Saag gn a bs do kstheseBeapeicoweaee $ 7,605 9,851 2; 
Marketable Securities .......................... 5,319 ’ 4,250 ig aes 
ee 4,080 13,529 + 9,449 
RS SSS SRE ene 8,467 35,709 -+- 27,242 
Opher Current Assets.............0:.:0000..000.02. . eee ‘ — 8 
TOTAL CURRENT ASSETS........................ 26,289 63,339 -+ 37,050 
Plant and Equipment............................ 10,213 39,282 + 29,069 
ROG MNOOD besccicsssesscovinsssssccaassssenss 5,048 12,145 7,097 
EE i cccctenenunenssisansavesinsskeexeestooe 5,164 27,137 + 21,973 
Other Assets ..... . 25,584 17,150 — 8,434 
UP PEEUNEUINID nos oecocesscsysaclenncrecccarcocrevce’ $57,037 $107,626 +$50,589 
LIABILITIES 

I IG a cascisnissskienesaciviapssonside $ 3,097 $ 9,571 +$ 6,474 
RT NIE, co nyssnovsvencacecacuetsossees 4,739 7,406 + 2,667 
Other Current Liabilities........................ 900 1,656 “bh 756 
TOTAL CURRENT LIABILITIES.. 8,736 18,633 + 9,897 
Minority Interest .. 23 159 384 oh 225 
ID coisas dieiccaibihipecticsddecndlbae cm ibalocsssna's 5,524 1,595 — 3,929 
I, NIN CONN ii ccdtetsosnccnkpebderchischerenne 1,400 14,759 + 13,359 
SME ONIN, siissscavcissocevechevissasecoscess . aaenecab 12,170 -+ 12,170 
I isi nant ngannns ieimaniennuns 16,900 18,966 + 2,066 
SER aS. il el ie 24,318 41,119 16,801 
WROTE TAABIEITIES : o.500ivesceecs.cescecceccoveess $57,037 $107,626 +$50,589 
WORKING CAPITAL ...........................68 $17,552 $ 44,706 +$37,154 
ROEM E IRONED oie sc\seneresnssnsccenaenseecasson 3.01 3.40 + 39 
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An Investment Audit of ..... . 
CONTINENTAL OIL CO. 


By RICHARD COLSTON 


* basic impor- 
tance of oil to our na- 
tional economy as well 
as the world at large 
has never been more 
obvious than in recent 
years when the oil in- 
dustry not only en- 
joyed phenomenal 
growth but when the 
race for oil reserves 
was sharply stepped 
up. Latest readjust- 
ment impacts could 
never fully obscure the 
vitality of the industry, 
nor minimize its long 
term growth poten- 
tials; even while earn- 
ings were tending 
down, oil shares never 
quite lost the attrac- 
tion which in the past 
has made them inves- 
tor favorites. 

In the postwar, most 
oil concerns have en- 
joyed record prosper- 
ity and pushed devel- 
opment programs as 
never before. Among 
these is Continental Oil 
Company, whose past 
record and progressive policies invite the attention 
of investors interested in this dynamic industry. 

Substantial integration has always been considered 


advantageous to the big oil operators, but many of 


them are still forced to meet their refinery needs by 
outside purchases of crude oil to supplement with- 
drawals from their own wells. 

In times of fluctuating prices or tight supplies, this 
process is apt to affect profit margins. Continental 
Oil Company, in contrast to some major competitors, 
for many years has been able to produce more oil than 
its refineries could handle and by buying additional 
quantities has become one of the leading sellers of 
crude. This, though, by no means implies that the 
management has been at all laggard in modernizing 
and expanding its processing and distributing facili- 
ties, for substantial improvements of this kind have 
made possible a corresponding increase in output of 
gasoline, motors oils, waxes, natural gasoline and a 
long list of other petroleum products. The fact re- 
mains, however, that this company has placed special 
emphasis on building up its proven oil reserves, meet- 
ing with signal success in this direction and with 
every promise of increased progress as time goes on. 
Since operations have been profitable for a long time, 
this development of new oil sources should stabilize 
or expand future earnings. 
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Continental Oil’s most im- 
portant crude oil production 
stems from about 243,000 
acres of proven oil lands 
leased mainly in Texas, Kan- 
sas, Wyoming, California, 
Oklahoma, Louisiana and 
New Mexico. An additional 
2.5 million acres of pros- 
pective crude oil lands, to- 
gether with approximately 
195,000 acres controlled 
through mineral rights or 
royalties, are scattered in 
18 states. A 50% owned 
Canadian affiliate, Hudson 
Bay Oil & Gas Company, 
Ltd., holds some 5.6 million 
concession acres in promis- 
ing areas of Alberta, Sas- 
katchewan and Manitoba, 
while several other affiliates 
control smaller acreages. Altogether, Continental Oil 
produced a grand total of 40.5 million barrels of crude 
oil from all sources in 1948, an all-time record, and 
the large acreage yet to be developed suggests ample 
opportunity for year to year expansion. 














































Excess Crude Oil Production 


The company’s excess crude production is shown 
by the fact that though its seven refineries last year 
operated continuously above their rated capacity, 
they were able to utilize only about 23.5 million bar- 
rels, while an additional 10 million barrels were proc- 
essed by outsiders. The proportion of total volume 
processed in company plants was 70.1%. Similarly, 
of 18.1 million barrels used in cracking and reforming 
operations, the company itself processed only 65.7%. 
But aside from oil processed, Continental Oil sold 
48.5 million barrels of crude in 1948, on balance hav- 
ing to purchase 43.8 million barrels on the outside. 
Thus it is evident that while the company has plenty 
of oil to process for its own requirements, its activi- 
ties as a dealer could readily absorb a greatly in- 
creased production of crude, and to free itself gradu- ° 
ally from open market operations, its development 
of new production will be an important factor. 
Potentials for eventual success seem promising. 
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From this angle, Continental Oil’s experience in 
field operations last year provides some interesting 
clues. Of total capital outlays in 1948 of $51.3 mil- 
lion, the company spent more than $32 million, or 
70.7%, for wells, field equipment and new leases, com- 
pared with $10.8 million or 15% for refinery addi- 
tions and improvements, the balance being allotted 
to various other divisions. At the close of 1948, 24 
seismograph crews, 6 gravity meter parties, 4 core 
drill and 13 geological groups were in operation. 
Scientific exploratory methods were used in testing 
116 promising areas last year, and of 445 wells drilled 
in the company’s development program, 374 or 84% 
were producers. On the basis of information obtained 
by these methods, the company expanded its holdings 
of promising oil leases by 37.2% during the year. 
After allowing for decline in production due to natu- 
ral depletion, curtailments and sale or abandonment 
of properties, daily average production rose to 
110,801 barrels compared with 104,955 a year earlier. 
All of these results testify to aggressive policies and 
efficiently conducted operations in the field. In part- 
nership with other oil concerns, Continental Oil is 
also very active in exploring tidelands in the Gulf of 
Mexico and coastal waters of California, where the 
company owns many offshore leases. 


Soaring Demand for Natural Gas 


The amazing increase in demand for natural gas 
has also importantly benefitted operations. Direct 
sales of dry and casinghead gas from company-owned 
leases last year aggregated 49.9 billion cubic feet, of 
which 20.4 billion were sold to industrial consumers 
and 29.5 billion to outside natural gasoline plants. 
Additionally, the company processed 50.8 billion cubic 
feet in six natural gasoline plants, producing more 
than 3.2 million barrels of natural gasoline, butane 
and propane. Part of this supply was used for blend- 
ing with motor fuel, while sales of residue and dry 
gas amounted to 26 billion feet last year and large 
amounts of gas were returned to producing forma- 
tions for storage or to maintain pressure. Large and 
stable sales of natural gas are assured for the com- 
pany through long term contracts with El Paso 
Natural Gas Company, Tennessee Gas Transmission 
Company and two other big transcontinental gas 





transmission concerns presently in the construction 
stage. The company’s outlook for expanding volume 
through sales of natural gas are so promising that it 
has acquired interests in nine additional plants. 

The $10.8 million we mentioned as spent on refin- 
ery improvements last year has already begun to 
bear fruit in increasing both output and operating 
efficiency. The rated capacity of the company’s Denver 
refinery has been increased from 3,500 barrels daily 
to 6,750, while a new refinery at Billings, Montana, 
is just about starting to process an additional 6,800 
barrels a day. Major modernizing and additions will 
raise the rated crude capacity of Continental Oil’s 
main plant in Ponca City to 52,500 barrels daily. 1,960 
barrels of finished lubricating oils and 30 tons of re- 
fined waxes daily are just becoming available to the 
company from an affiliate owned jointly with Cities 
Service Refining Corporation. 


‘‘Conoco’’ Outlets Cover Most of Nation 


Thirty-five years of experience in marketing has 
strongly entrenched this company’s “Conoco” trade 
name for its numerous petroleum products. Principal 
distribution is in the Mid-Continent, Rocky Mountain, 
North Central and Mid-Atlantic areas, but coverage 
in all extends to at least 46 states. In addition to 
direct sales, some 900 well established jobbers handle 
Conoco products. To meet heavy competition and to 
satisfy steadily increasing demand for gasoline, lu- 
bricating oils, industrial and home heating fuels, the 
company spent in excess of $3 million in 1948 on 
marketing station facilities and equipment, or 5% of 
total capital outlays. Aggressive promotional activi- 
ties last year enabled the company to market 1.6 
billion gallons of refined products, 15% more than in 
the previous year and comparing with a general in- 
dustry gain of around 5.7%. 

To round out this picture of fully integrated opera- 
tions, Continental Oil Company owns 1,850 miles of 
pipeline systems, complete with gathering systems, 
pump stations and storage capacity of more than 21 
million barrels. In addition, the company owns a 29% 
interest in Great Lakes Pipeline, extending from 
Oklahoma through Kansas City and Des Moines to 
Minneapolis, and by means of branches to Chicago 
and Omaha. A 55% interest in Rocky Mountain Pipe 
Line also provides an outlet from the Wyoming oil 





























Long Term Operating and Earnings Record 
Crude Salesof Gross Depl., Intangible Net Net > 4 
Oil Refined Oper. Depr., Devel. Oper. Oper. Net Net Profit Net Dividends 
Sales Products Income Etc. Costs Income Margin Income Margin Per Per Price 
Years —(Mil. Bbls.)—  ($mil.) ($mil.) — ($ mil.) ($ mil.) % ($mil.) 5 Share Share Range 
1949 (6 Mos. to June 30) 22.0 19.5 $156.7 > 12 Be $26.8 17.1% $20.3 12.9% $4.22 $3.00* 65 -47%% 
1, JA ae SSeS ee eed . 48.5 38.5 330.2 13.4 20.1 72.4 2g 54.2 16.4 11.24 3.50 6954-465, 
on fA se EEN 33.3 228.7 12.1 20.0 38.1 16.6 31.3 13:7 6.61 2.50 557-35 
Pee poo ee 27.5 159.2 11.5 15.2 19.2 12.0 19.0 11.9 4.05 1.70 493/4,-337/ 
ae ioSis eee eS 25.5 144.1 9.6 16.1 11.3 7.8 15.1 10.5 3.23 1.60 43-29% 
ee lie ow Bee 24.0 131.7 9.1 15.9 10.8 8.2 12.0 9.1 2.57 1.20 331/4-26% 
NS Sst es ED 2 BS | 119.4 8.8 8.9 15.1 12.7 14.0 11.7 3.00 1.00 3734-25!/, 
Wome) Geta) re 20.3 112.5 8.6 8.1 15.9 14.2 14.9 £352 3:19 1.00 27'/2-17 
|; [UPRNCE eS ASE EEAUEEOECE-  / 18.9 106.5 7.9 10.9 14.5 13.6 15.3 14.4 3.29 1.00 27!/4-1794 
SOD Tyee ee er 16.7 84.2 7.3 9.8 3.0 3.5 4.3 5.1 92 1.00 25 -lél/ 
| A) ARSE Renae Oe oe oe eg B44 15.6 81.1 6.2 8.9 4.2 5.3 6.3 Ta 1.35 1.00 311-197 
10-Year Average 1939-48 34.5 24.2 $149.7 $ 9.4 $13.3 $20.4 11.5% $18.6 11.3% $3.94 $1.55 6934,-16l/g 
*—Paid to September 10. 
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fields to Denver. These substantial  eaeani ae pe ee 

transportation facilities, aided by nT ee : ” 

several tanker ships, 866 tank cars a _ t = _ - 4% 

and 589 cars under lease, enable the |——}—_— es 

company to ship substantial quan- - + - t eae Seca t 70 | 

tities ——— oil and gasoline to 1 Seas ee ee i | : 

the markets it exploits. In areas |-——}-——} ae rH Sint 60 

such as California, where refinery |~—— Peng Term Debt: Rote $5 par t ru uy, ‘= 

operations are not conducted, total |Fiscal Year: Dec. {| tr} | a 

output of crude is sold to other oil -——j~——__+__+—__;- +} oo 2 i t—y fart eres 

concerns. Rages as aneamues oRRSCINNNO == Pel =H = sf f { ™ 
To illustrate the company’s oper- t t a Et ‘Wit 7 

ating and financial progress in re- |r =e ae AN =f I 

cent years, we append two statisti- ‘hg + — + HY ed wo 30 

cal tables, one covering operating Kh! F hal a ot lit — = {+-—+— t = 

data for ten years past and the other HH if {ito —  t 0 

showing comparative balance sheet |- Waa " — = t t f 

items for 1940 and 1948. These re Sa CNC f mead | i i | 

ures may prove useful in following F sues SS SS SSS eS 

our comments. It will be noted that |——_}— + a eee 

with slight variation, a year to year -H}—+ ore = <j} a 

gain in sales of crude oil has been [- + SR CACM SONI ARE eA SATAN ACER SUT SSE 

consistent on a volume basis, the titat tit — os = ~The tha taas Tinaaithfea alts ERENT RS eT ~] 50 

. ‘. s 1938 1939 1940 1941 | 1942 1943 1944 1945 1946 47 1948 | 1949 

annual quantity more than doubling 1.10[1.35-1.92 13.29 13.19 13.01 12.57 1 3.23 | 4.05 | = a os 

in the course of a decade. Sales of [1°90 [1:00 [1.00 | 1.00 | 1.00 | 1.00 | 1.20 | 1.60 | 1.70 | 2.50] 3.50] OW. 

refined products, on which margins [45.7_| 38.8 | 30.0 | 17.6 | 27.9 | 32.7 | 30.1 | 21.3 | 30.9 | 39.1 | 59.3 











normally are wider, increased 

yearly without a break, 3 38.5 million barrels in 1948 
comparing with 15.6 million in 1939. In similar fash- 
ion, gross operating income expanded regularly in 
the period, but at a much faster pace because 
of advancing prices. From $81.1 million in 1939, 
gross operating income rose to $330.2 million last 
year. 

The accounting methods of this concern in deter- 
mining net earnings are so conservative that they de- 
serve close examination. For one thing the company’s 
practice, in contrast to normal procedure, has been to 
charge all intangible development costs to earnings. 
As these costs in 1948 amounted to $20.1 million and 
averaged $13.3 million for a decade, it can readily be 
seen that net earnings as reported were substantially 
understated by usual standards. Record net income 
(of $54.2 million) last year would have been nearer 
$74 million if calculated by the standards used by 
most oil concerns, and net per share would have risen 
from $11.24 to around $15. Aside from this, the com- 
pany about two years ago, shifted to LIFO methods 
of valuing inventories which tends to reduce earnings 
in good times and act as a cushion in leaner periods. 
In combination, these policies have reflected ultra- 
conservative methods, total charge-offs for intangible 
development expenses alone having aggregated more 
than $130 million in the course of ten years. 


The Dividend Record 


But shareholders in this well managed enterprise 
have little ground for complaint, in view of a steady 
uptrend in dividends during the last five years. From 
1939 through 1943, $1 per share was distributed, but 
payments then rose progressively to $3.50 a share by 
1948; in each of the first three quarters of 1949, $1 
per share has been paid. It is probable that dividends 
will continue at this advanced level despite sharply 
lower earnings in the first half, when net was $4.22 
per share compared with $6 for the comparable period 
last year. 

What occasioned the drop in net earnings this year 
was the general experience of the oil industry in 
having production of crude restricted in Texas and 
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other states, combined with lower prices for many 
petroleum products. Output, though, has recently 
been allowed to expand somewhat and prices seem 
to have become well stabilized, with a prospect of 
even firming on some items in the final quarter. 
Though gross operating income of $156.7 million in 
the first half year was only about 4% below the same 
period of 1948, heavy overhead expenses narrowed 
operating and net profit margins rather significantly, 
but improved cost controls could remedy this han- 
dicap in coming months. (Please turn to page 45) 





























Comparative Balance Sheet Items 
| 
December 31, 
1940 1948 Change 
ASSETS (000 omitted) 
Cash $ 12,695 $15,268 +$ 2,573 
Marketable Securities 110 26,221 + 26,111 
Receivables, Net 6,963 26,477 + 19,514 
Inventories 20,362 40,059 + 19,697 
Total Current Assets 40,130 108,025 + 67,895 
Gross Property Account 192,437 375,834 + 183,397 
Less Depreciation 119,355 239,199 + 119,844 
Net Property 73,082 136,635 + 63,553 
Other Assets 15,812 17,289 + 1,477 
TOTAL ASSETS $129,024 $261,949 +$132,925 
LIABILITIES 
Accounts Payable $ 7,640 $ 25,602 +$ 17,962 
Accruals ........ 938 645 _— 293 
Income Tax Reserve 1,541 22,426 + 20,885 
Total Current Liabilities 10,119 48,673 + 38,554 
Long Term Debt 21,906 1,476 — 20,430 
Reserves . 1,872 1,639 ~> 233 
Other Liabilities 585 169 — 416 
Capital Stock 23,693 24,398 + 705 
Surplus ............ 70,849 185,594 + 114,745 
TOTAL LIABILITIES $129,024 $261,949 +$132,925 
Working Capital ; $ 30,010 $ 59,351 +$ 29,341 
Current Ratio : mi 2.2 — 7 
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Companies 
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By GEORGE W. MATHIS 


A simple capital structure is generally 
regarded with much favor among investors, if only 
as a hallmark of unusual conservatism. As usual, 
however, there are pros and cons to this subject, 
especially as applied to the earnings and dividend 
potentials of individual concerns. Much depends on 
the type of business involved, the relation of work- 
ing capital to needs in an expanding enterprise, and 
whether management policies are desirably aggres- 
sive or lean towards merely running along comfort- 
ably with the business tide. 

Freedom from long term debt or senior obliga- 
tions in any form undoubtedly establishes more 
than one advantage for common stockholders: With 
all net earnings accruing to their sole benefit, pay- 
ments naturally are apt to be more stable as well as 
liberal. If and when lean times arrive, the absence 
of interest charges, preferred dividends and sinking 
fund requirements obviously tends to sustain profit 
margins and retard the approach to break-even 
points. But the maintenance of an entirely simplified 
capital structure does not necessarily imply de- 
fensive policies to fortify credit or dividend sta- 
bility, for retained earnings over a long period may 
have been ample to finance replacements, expansion, 
modernization and generous dividends without re- 
course to creation of senior securities. With the door 
thus left wide open for future financing in case of 
extreme need, a concern in this position enjoys an 
eminently sound status. 

Investors aiming at price appreciation rather 
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than mere dividend stability may not always 
find a simple capital structure so beneficial. 
This is because the element of leverage is ab- 
sent where no prior charges exist. Earnings 
derived from sizable amounts of senior capi- 
tal, especially when interest and preferred 
dividend rates are relatively low, can accrue 
rapidly to the common stock in prosperous 
periods and decline with equal speed in poorer 
times. This creates no small speculative ad- 
vantage for the common when the business 
cycle turns upward. Additionally, many of the 
soundest concerns noted for dividend stability 
have for one reason or another borrowed ex- 
tensively or created large amounts of pre- 
ferred without in the least incurring unwise 
risks. Indeed, it has been by financing of this 
sort that numerous outstanding enterprises 
have experienced dynamic growth and estab- 
lished highly satisfactory records for their 
common stockholders. 

The foregoing facts, though, by no means 
detract from the fundamental investment 
merits of carefully selected one-class stocks 
for portfolios where conservative policies pre- 
vail. If well sustained growth has been char- 
acteristic of a concern with only common 
stock represented in its capitalization, and its 
outlook is promising, there is much to be 
said in favor of its shares. On an appended 
table we present a list of debt-free concerns 
with no preferred outstanding, showing their 
capitalization, working capital, recent earn- 
ings and dividends, together with the price 
action of their stock. Since some of these 
situations deserve more than mere statistical 
consideration, we will comment on a few 
within space limitations. 

In Lehigh Portland Cement Company we 
have a situation where for many years a substantial 
amount of preferred stock was outstanding but has 
since been completely retired. For the past four 
years, no senior securities have appeared on the 
balance sheet. Through retained earnings and de- 
preciation reserves the company has thus simplified 
its capital structure, besides spending about $22 
million for improvements and replacements over a 
ten year period. As outstanding common stock 
amounts to only 950,780 shares and net earnings 
last year amounted to $5.6 million, per share profits 
came to $5.96. 1948 dividends of $2 per share were 
obviously covered by an ample margin. 


Expansion of Public Works 


While private construction in the current year has 
moderately declined, public works programs have 
expanded on a scale that has been more than an off- 
set in affecting demand for cement. Since Lehigh 
Portland Cement’s coast to coast dispersal of plants 
enables it to account for about 10% of total indus- 
try sales, the company seems likely to enjoy high 
level sales for an indeterminate period. Despite 
higher wage and transportation costs, net earnings 
of $6.33 per share for twelve months ended June 30, 
1949, compared with $4.57 for the comparable pre- 
ceding period. Further improvement is now prob- 
able, as a recent boost of 10% in cement prices 
would indicate. The excellent long term dividend 
record lends attraction to shares of this sound com- 
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pany and considering ail fundamentals, they seem 
reasonably priced at a recent quotation of 40. 

Another case where retirement of all preferred 
in 1945 and avoidance of long term debt has 
strengthened the basic position of the common stock- 
holders is Link Belt Company. This long established 
concern, with a history dating back to 1875, makes 
a diversified line of conveying, crushing, elevating 
and screening machinery in demand by virtually 
every industry. The business is sensitive to cyclical 
influences, but operations of Link Belt have been 
profitable, except in 1932-33, over a long stretch of 
years. With the number of common shares out- 
standing amounting to only 840,350, record 1948 
net earnings of $11.7 million pushed the per share 
net up to $14.37. Reduced demand in 1949 has 
brought some decline in volume and profits, net for 
the first six months amounting to $4.78, but this 
nearly covered dividends of $5.50 per share paid 
for the entire year 1948. 

The company’s financial status is very strong, 
with net current liabilities of only $16.6 million. 
All said, Link Belt shares at recent price of 571% 
deserve consideration in conservative portfolios, as 
the current yield of 9.5° could be reduced some- 
what and yet leave a satisfactory return. Holders 
of this stock would share in an enterprise whose 
dynamic growth should continue over the longer 
term. 


Pittsburgh Plate Glass 


In the course of half a century, Pittsburgh Plate 
Glass Company has expanded into the largest unit 
in its field, with total assets of $227 million. This 
growth has been attained solely by the accumulation 
of depreciation reserves and surplus earnings, 
though dividends were paid without a break during 
the long period. No funded debt or preferred stock 
rank ahead of the common. As a result of numerous 
stock dividends and two 4 to 1 splits, the number of 
common shares outstanding has grown to 8,190,182, 
a considerable dilution outwardly but rather pro- 
portionate to the company’s increased stature. More- 
over stock splits, of course, signify no actual 
dilution. Earnings of $3.65 per share in 1948 attest 
to this. Pittsburgh Plate Glass is the dominant 
manufacturer of plate glass and an important pro- 
ducer of window and other glass, besides ranking 


high in the paint industry. Joint ownership with 
Corning Glass Company of Pittsburgh-Corning 
Glass Company provides further diversification. Vol- 
ume in the first half of 1949 topped $140 million, 
a new record for six months, while earnings rose to 
$1.72 compared with $1.59 in the first half of 1948. 
Dividends of 25 cents a share have been paid in 
each of the first three quarters and chances are 
good for a final payment of $1 as was made in 1948. 
The impressive record of this concern, together with 
its impregnable financial position, creates | * high 
regard for its shares, now selling around 334. 

One concern marked with vigorous growth that 
shows no sign of subsiding is Industrial Rayon 
Corporation. This pioneer in the production of vis- 
cose rayon yarns has no funded debt and in 1946 
retired the last of its outstanding preferred stock. 
The sole capitalization now consists of approxi- 
mately 1.6 million shares of $1 par common. De- 
velopment of a continuous process of manufacturing 
yarn has greatly expanded the company’s volume 
and earnings in postwar, aided by substantial sales 
of manufacturing rights in foreign countries. De- 
mand for the company’s output has stimulated plans 
for large scale expansion of facilities, yet thus far 
Industrial Rayon has had to undertake no new 
financing. In the first six months of 1949, net earn- 
ings of 3.25 were moderately lower than a year 
earlier, but in more recent months a notable pickup 
in business has been reported. The 75 cents a share 
quarterly is unlikely to change and over the longer 
term may be improved or supplemented by extras. 
Confidence in the shares is indicated by a recent 
price of 4414, not far below the 1949 high of 47. 


Babcock & Wilcox 


Babcock & Wilcox Company concluded its 63rd 
vear of operations in 1948 with an all-time record 
of $149 million sales and net earnings of $11 mil- 
lion. On a tight capitalization of 705,558 shares of 
no par common outstanding and with no interest 
charges or preferred dividends to allow for, net 
earnings of $15.63 per share piled up for the equi- 
ties. Dividends were conservatively held to $5 per 
share, but the highest rate (considering a 3 to 1 
stock split in 1938) paid for at least 30 years. With a 
single exception, some dividends were paid in every 
vear of the period cited. (Please turn to page 41) 















































Pertinent Statistical Data | 
Capitalization 

!No. of shares) Net 1949, 1948 1949 dividends 1949 Price | 
outstanding working capital 1948 net first half, dividends, paid so far Recent Range | 
(000) per share per share net per share — per share per share Price High Low | 
Babcock & Wilcox... —-706-~—==—«$51.00 $15.63 $8.89 =~ $5.00 «$4.00 9 ag 41 | 
Best Foods oo. eens 1500 «737 8H TB 2.00 8g 32 = 
First National Stores ee ae! UL! | 3.50 3.50 66 68 
Freeport Sulphur si 80s—“(itéiwsC“‘(it;‘t‘éi AHCCCS | 
Industrial Rayon BTA 8.31 3.25. 3.00 2.25" 44a 47 a 
Kress, $. Ho. 2,352 14.85 5.46 nc 4.25 2.00 579, 59!/>-48%, | 
Lehigh Portland Cement. 951 16.72 5.9% 633(a) 2.00150 40——“(iti=*«iC= 83H | 
Libby-Owens-Ford Glass... 2555 «9.36 5.56 3.56 3.50 2.25 53'/_ (5594-447 | 
Be lOO 840 35.70 14.37 4.78 5.50 4.00 57/4 66!/2-52'/2 | 
Ohio Oil . cece 6,563 6.71 7.52 2.67 2.30 1.70 29/g 33%4-23'/) | 
Pittsburgh Plate ory 8,980 7.29 3.65 1.72 1.75 75 33% IQ-28%H 

*—Plus stock. (a)—!2 mos. ended June 30. De 
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EVERSHARP, INC. — COLLINS & AIKMAN CORPORATION 


By J. C. CLIFFORD 


| current uncertain conditions, it is 
natural that the mail of our Personal Service De- 
partment reflects often considerable anxiety over the 
outlook for a good many corporations. Dividend 
casualties, unfavorable interim reports or discourag- 
ing stock market behavior of shares often suggest 
problems that need clarification. We have, accord- 
ingly, selected for brief discussion two companies 
whose affairs have seemingly stimulated our inflow 
of inquiries regarding their fundamentals and 
prospects. 

Eversharp, Inc. 


Shares of few other companies have established 
such price volatility as those of Eversharp in the 
last five years. In midsummer 1944, quotations be- 
gan to climb from a base around 8 to a high of 5834, 
in the bull market of 1946, from which point a con- 
sistent decline brought the price down to a 1949 
low of 634. A modest recovery to a recent level of 
81% leaves the shares at virtually the same price at 
which the big rise started. During most of the early 
1930s, though, Eversharp was in a definitely mar- 
ginal position, with annual results often in the red 
and with hardly more than a nominal value allotted 
to its shares. 

What pulled this long established pen and pencil 
manufacturer out of a long continued rut by seem- 
ing inability to operate profitably against intense 
competition was its entry into the glamorous ball- 
point pen field in 1944 and its acquisition of the 
Magazine Razor Company a year or so later. Pur- 
chase of patents and world selling rights (aside 
from South America) for the CA ball point pen 
from the Eterpen Company of Buenos Aires at a 
time when the Reynolds ball point pen was earning 
spectacular but temporary profits for its manu- 
facturer, enabled Eversharp also to prosper abnor- 
mally for a short time, though enormous promo- 
tional expenses caused a pretax loss of around $10 
million in this division soon after. Fortunately 
enough, the company’s magazine razor proved highly 
popular among its 20,000 distributors, creating 
operating profits of $2.6 million on this item in fiscal 
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1948 and $4 million in fiscal 1949, ending February 
28. On balance, net of Eversharp came to $1.21 per 
share in fiscal 1949 compared with a deficit of $3.70 
in the previous year. 

Despite this improvement of late, a wrangle over 
election of directors and officers has created much 
dissension in the management and done little to 
enhance confidence of shareholders. No cash divi- 
dends have been declared since 1947, but earnings in 
the May quarter this year were reported at 36 cents 
a share, 10% higher than in the same 1948 period. 
Progress has been made in a number of foreign 
countries to expand manufacturing and distribution 
through local connections. At home, plans are under- 
way to dispose of the company’s main plant in 
Chicago and move the equipment to another facility 
in Middletown, Ohio. Between these and other oper- 
ating economies, plus the favorable outlook for the 
razor division, it is possible that Eversharp may 
have turned the corner and emerge with earnings 
in a moderate uptrend from now on. Ball point pens 
and mechanical pencils undoubtedly are here to stay, 
and now that numerous flaws of the former have 
been eliminated and prices sharply reduced, they 
may become increasingly popular. Eberhard Faber 
has become a licensee under the company’s patents 
on a basis that assures Eversharp of profits equal 
to 514% of net sales. 

As of February 28, 1949, Eversharp, Inc. reported 
a much improved financial status compared with the 
former year. Working capital of $6.1 million had 
risen by about $1.5 million and the current ratio 
improved to 2.7 compared with 1.7 a year earlier. 








Eversharp, Inc. 
(Quarterly Income Statistics) 

















1949. 1948 
May Febr.* Nov. Aug. May 
Net Sales (million)... $3.7 $3.9 $6.1 $3.6 $4.0 
Net Income (million). . 3 $(D).15 $. : $.2 $.3 
Net Profit Margin......... 09% Nil TA 07% 07% 
Net Per Share................ $. 36 $(D).04 $.65 $.28 $.32 














(D)—Deficit. *—Calculated on basis of annual report. 
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Bank loans of $1.3 million had EVERSHARP EVR ‘ 
been retired, while holdings of ,/|-——{}——4 f }-— = er eee aT Mate —}—— 
cash and government securities Mg or 
ee ame 5 — 1929 - 1935 — = 
largely exceeded total current (|——— t i ao 2 
liabilities. Inventories valued at = Seem ewe oe ~ 
the lower of cost or market held [—————+ ol | ea A FE —{—— 
steady at around $2.6 million, a -——}——}——_ + ——_ + a a4 {_——- 
radical drop from the $8.3 million + — tt t 50 
reported back in 1946. Inventories aS Mae SORRTENE SR eae Yar t 
at the present level appear rea- | ——] Funded Debt: $3,000,000 + — SE oS —| 40 
sonable when compared with an- |}——+—— 38" Ch Stn: Saigis -*9. oe iE i. 
nual sales of $17.6 million, and it |-———}——— Fiscal Year: Feb. 28: a ae t - 
seems probable that no further [|-——7;_+—_F i ; : ¥ [ t 
mark-downs will cut into profit ——} aa + t Hy t thy ; 
margins. =e = yd ft 20 
As matters now look, it is safe 9 SAE * aS } it 1 f Thy - 
to assume that the present man- [|——; f——— a tf oe ree ene 
agement now supplanting the |——}——--y—} SY yaciaeat t 1 
former one ig likely to prove ASS ! _ 
permanent and to conduct opera- AS ART [ I SE ALD : of a or oo 
tions more wisely than before. { a —[ THOUSANDS OF SHARES — t = Sot - 
The current price of Eversharp } +} Ht SPA hE 
shares has undoubtedly discounted (| ist, atta ct nest a att Ht Hatt tH TES E428 
the company’s difficulties in no 19386 | 1939 ro 1941 | en 1943 1944 7 4.40 3.70. er 1949 = 
small degree, but the stock re- we ; “tas Fite tie tie | 100 00 11.938)" 1.80 | Stk | [ow 
mains exceedingly speculative. [76.16.11 113 1.7 1.11.1 5.2 5.4 4.8 1 6.2 (Wg Op Smal 











Two rather irrational stock splits 
in the early postwar boom have diluted the issue to 
a point where per share earnings at best will remain 








Collins & Aikman Corporation 
(Quarterly Income Statistics) 
1949 — —""s 
___May  Febr.* Nov. Aug. May | 
Net Sales s (million)... $6.0 $7.0 $80 $8.2 $97 | 














Pre-Tax Margin .... Nil 3.276 Nil 01% 06% | 
Net Income (million) $(D).2 — $(D).I $.06 $3 | 
Net Profit Margin... Nil 02% Nil .007% 03% | 


Net Per Share... 
D)—Deficit. 


-$(D).45 $45 $(D).30 $.12 $65 


*—Calculated on basis of annual report. | 




















limited dollarwise. Present holders of the shares 
might do well to retain their stock until the com- 
pany’s future becomes more clear, 


* Plus Stk. 

abled the company to pay dividends in excess of 
actual earnings in both fiscal 1948 and 1949, but 
because of discouraging progress in the current 
year, no action was taken on the September divi- 
dend, though 25 cents a share was paid in June. This 
circumstance has increased doubts as to future 
dividend potentials, but the modest recovery in 
prices for the shares, especially in view of the divi- 
dend lapse, indicates a measure of confidence in 
some quarters as regards the medium term outlook. 
We shall try to determine whether this optimism is 
warranted or not. 

As a leading manufacturer of pile upholstery 
fabrics, Collins & Aikman for many years past has 
been a leading supplier of the automotive industry 
as well as of the furniture (Please turn to page 41) 




















but there seems little in this pic- -——---—— __ COLLINS & AIKMAN _  «  ——— 

ture at present to attract new t t a ae a } { | Price Range 

buyers. Any nearby resumption ee eet a oe 80 

of dividends would occasion con- 4 i. a 

siderable surprise. | [ I a0 
Collins & Aikman Corporation t a Se = | 

'Funded Debt: 9,000,000 Ht 1 60 

Low earnings in the past two ;Shs. Common: 562,800 - no par i | 

years have depressed prices for a ltt 


the company’s shares. In 1946 
when annual earnings were run- 








the stock sold as high as 6314. In 





ning at a rate of $6.36 per share, i 
contrast, net income of only 92 [| 


cents a share in the fiscal year I 








ended February 28, 1949, of which 
55 cents represented non-recur- | 
ring income derived from a life 








insurance policy, has depressed |—-———— 
quotations to a range of high— 








1734, low—13%4, in the current 








midway between this year’s ex- 
tremes. 1.25 | 3.00 | 3.00 














A strong financial position en- 
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PROFIT 


AND 


INCOME 


October 


The month of September as a 
whole has added nothing decisive 
to the general phase of market 
rise begun last June. In the mere 
fact that it did not reverse the 
trend, some analysts will see en- 
couragement because September 
has often been a somewhat criti- 
cal month. In relatively few past 
years, as pointed out here before, 
has it brought significant net 
gains in the averages. In many 
it has seen sizable to large de- 
clines. The rally has run later in 
the year than the comparable in- 
termediate upswings of 1948 and 
1947, but it started later also. In 
percentage it remains inferior to 
the 1948 recovery but approxi- 
mates the 1947 summer rise. On 
the record of the last 50 years, 
October has been a better month 
for the market than September. 
There were significant net gains 
for this month in 19 years, de- 
clines in 11, slight change in 20. 
It need hardly be said, however, 
that what the market does in any 
month is determined by the con- 
ditions and sentiment prevailing. 
Seasonal tendencies are too incon- 
sistent to be any kind of a guide, 
excepting around the year-end 
and some portion of the summer 
period; and even as to these pe- 
riods the guidance is much less 
than fully reliable. 


Trend 


After a pause, with some re- 
treat, for nearly a month, the 
daily industrial average did make 
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a new high in mid-September for 
the rise begun in June. Stronger 
than in some time, the rail aver- 
age recently has been “flirting” 
with a similar new high. A clear 
rail “penetration” will lead some 
analysts to accept this as a bull 
market. It may be noted that all 
of the “chart requirements” for a 
bull-market pattern were met on 
the 1948 summer market rise 
but that the market turned out to 
be a better sale than buy at that 
time. It appears improbable to 
this column that the top limit of 
the familiar three-year trading 
range is going to be changed ap- 
preciably, if at all, for a lengthy 
time to come. 





Rails 


Recent better action of rails is 
largely due to indications that the 
cost of the 40-hour week for non- 
operating employees, which took 
effect September 1, had been over- 





estimated previously. An official 
of the Illinois Central stated pub- 
licly that the cost for his road had 
been estimated at $14.5 million a 
year, but that it now appears that 
it will be only about $500,000. 
Who has been kidding whom? It 
is hard to see how the margin for 
error in such an estimate could 
have been so great. The roads, of 
course, talked “poor mouth” when 
they were seeking rate relief from 
the ICC; but in granting part of 
it, the Commission must certainly 
have had a fair idea of the cost 
of the 40-hour week. It seems cer- 
tain also that the cost for most 
roads will be greater than the II- 
linois Central statement implies. 
Could it be that the latter road’s 
refunding plans have something 
to do with “sweetening up” the 
publicity about its situation? Rail 
earnings as a whole will be well 
down from 1948, but still rela- 
tively good by the prewar stand- 
ards of 1930-1939. Rail stocks 
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INCREASES SHOWN IN RECENT EARNINGS REPORTS 





1949 1948 
Year June 30 $4.90 $4.89 
Year July 31 1.40 1.20 
Year June 30 4.47 1.47 
Year July 31 4.27 4.13 
Year June 30 1.10 -29 
Year July 31 3.43 1.73 
9 mos. June 30 64 .63 
7 mos. July 31 4.40 2.28 
6 mos. June 30 -90 33 
June 30 quarter 2.36 2.12 
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“look cheap” on earnings; but 
that has been so at virtually all 
times for nearly a decade. With 
few exceptions, they remain spec- 
ulative footballs. 


Autos 


Motor vehicle output this year 
seems likely to top the previous 
all-time peak of more than 5.3 
million units established in 1929. 
In recent weeks the rate has been 
pushed close to a 7-million a year 
level, as the industry took advan- 
tage of plentiful steel supplies 
and a flow of parts unaffected by 
significant work stoppages. This 
rate will not be maintained, for it 
would soon result in an over-sup- 
ply of cars. Meanwhile, retail de- 
mand for the more popular makes 
is still holding up well. Something 
of a slump could still begin in the 
industry within a medium term; 
but at worst it will be later than 
many had expected not so long 
ago. You can get reasonably 


against buying the stock now, 
aside from general market uncer- 
tainty, is that you buy it around 
the top of an automobile boom, 
with earnings at a record high. It 
could almost surely be bought at 
materially lower prices in due 
time during some degree of slump 
in the auto business. That slump 
however, is unlikely to be deep or 
protracted in 1950. The indicated 
normal replacement market is 
now so far above prewar levels 
that this alone suggests a pretty 
good volume for the leading 
makers, unless and until there is 
a major slump in consumer buy- 
ing power. 


Glass 


Making glass for both the 
automobile and building trades, 
Libbey-Owens-Ford is generally 
classed as an auto parts stock. 
The classification is not too apt. 
Be that as it may, the longer- 
term outlook for this company is 


Bond & Share 


Around 1714, Electric Bond & 
Share has recently risen to the 
highest price in over two years, 
reflecting the general recovery in 
operating utility stocks and there- 
fore, in the theoretical liquidating 
values of holding-company stocks. 
Bond & Share’s general plan is to 
seek exemption from the Holding 
Company Act, yet retain its large 
holdings in United Gas; also to 
retain the bulk of all cash realiz- 
able from the liquidations of 
American Power & Light and 
Electric Power & Light, rather 
than to distribute the underlying 
securities to E. B. & S. sharehold- 
ers. Bond & Share would become 
a management investment trust 
and service organization. It is the 
old story of management prefer- 
ring almost any alternative to a 
deflation of its own importance. 
The plan must be approved by 
E. B. & S. stockholders, the SEC 
and the Federal courts. Hence, its 
































al prompt deliveries on almost all among the best in either auto fruition is uncertain and might 
b- models, without taking all the parts or building supplies. The involve protracted litigation. 
id “extras” that dealers loaded on use of larger areas of glass, and Whether the stock is appraised as 
a when supply-demand conditions of more curved glass in automo- a liquidating situation or as a 
at were tighter. In this sense, the  biles, appears permanent. In management trust-service propo- 
0. sellers’ market is gone. But the building, there are large poten- sition, it should sell at a substan- 
It market remains good in that Gen-_tialities for the company’s tial discount under apparent as- 
or eral Motors, Chrysler, Ford and Thermo-Pane glass, consisting of set values because of the time 
ld Studebaker are selling cars about double sheets of window or plate factor and uncertainties involved. 
of as fast as they are being turned _ glass bonded together with an air On anything other than highly 
en out, and doing so without having _ space between, providing an insu- speculative short-term possibili- 
m to shave prices and profit mar- lating factor. Demand for this ties, it is probably a better sale 
of gins. The latter are pretty juicy. product, which eventually pays than buy. : a 
ly for itself through savings on fuel ; 
st General Motors bills, is stimulated by the increas- Shorts 
Y- As automobile stocks go, there ing use of “picture windows” in The short interest is still rising 
st is no question that General Mo- _ new homes, air-conditioning heat- from month to month. You can 
Il- tors is the one that the investor ing systems in homes and full air- say that shorts have been wrong 
eS. can feel most comfortable with. conditioning in new buildings. since June, but only time will tell 
1’s If it does not rise as much as the Earnings of L-O-F this year will how they eventually fare. On the 
ng others when the market trend is be considerably above last year’s evidence to date it apparently 
he upward, neither does it decline as $5.56 a share. The $3 dividend is would take a much more dynamic 
ail much as the others on market sell- subject to increase. The stock is upside performance than has yet 
ell offs. It can never be a stable-in- now around 54, close to the year’s developed to induce any scramble 
la- come stock; but it has carried high. It is a sound, semi-invest- of short-covering. In taking posi- 
id- dividends, always fairly liberal ment buy on any sizable market tions in individual stocks, the 
‘ks relative to earnings, inevery year _ sell-offs. (Please turn to page 45) 
since the company was estab- 
a lished in its present corporate 
— ee ee DECREASES SHOWN IN RECENT EARNINGS REPORTS 1 
the worst years and $4.50 in the 1949 1948 
) best. The average return to long- Gimbel Brothers, Ime...................0.c0cc000000000e 6 mos. July 31 $ .62 $1.00 
pull holders gives them no cause Ubiatcouns Wears bar Cease oseoesescccvcevccsszesadescsvocsocns: 6 mos. June 30 1.40 2.11 
for complaint. The present regu- May Department Stores....................cccccec 6 mos. July 31 1.55 2.11 
lar rate 1S $5, a new peak. As Wench WII es 2) oe oct June 30 quarter 1.63 2.93 
) 1949 earnings will be well over Timken-Detroit Axle ................ sean sd eeec sents Year June 30 2.33 3.53 
twice that, finances are strong Francisco Sugar Year June 30 1.43 5.75 
) sai expansion han hoon virtually —— RIM pee cedek dat ceva de.ueAucauscenedens ear June F . 
completed, there isa good case for ational Department Stores...................... 6 mos. July 31 -16 1.18 
J either raising the rate or paying ds Py Dawems G Cais WWE... ..cccescscccvcccsccoces July 30 quarter 31 2.01 
} a year-end extra of $1 or more. U. S. Smelting, Refining & Mining............ 8 mos. Aug. 31 -60 2.62 
2 On the present basis the yield is Ge We Minn iy Ci Ii asaoes cacti cease ss ocreccte te 6 mos. June 36 1.98 2.10 
| over 8%. The chief argument 
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The Personal Service Department of THE MAGAZINE OF WALL STREET 
will answer by mail or telegram, a reasonable number of inquiries on 
any listed securities in which you may be interested or on the standing 
and reliability of your broker. This service in conjunction with your 
subscription should represent thousands of dollars in value to you. It is 
subject only to the following conditions: 

1. Give all necessary facts. but be brief. 

2. Confine your requests to three listed securities at reasonable intervals. 
3. No inquiry will be answered which does not enclose stamped, self- 


addressed envelope. 


4. No inquiry will be answered which is mailed in our postpaid reply 


envelope. 


5. Special rates upon request for those requiring additional service. 





Sperry Corporation 

“I am interested in receiving infor- 
mation on Sperry Corporation. Will 
you please let me know what the un- 
filled orders amount to and recent earn- 
ings?” M.H., Pittsburgh, Pa. 

Consolidated net income of the 
Sperry Corporation and its do- 
mestic subsidiaries for the first 
six months of 1949 was $3,700,- 
525 after taxes, equal to $1.82 per 
share, compared with $4,284,060 
for the first six months of 1948, 
or $2.11 per share. 

Shipments in the first half of 
1949 were $61,407,131, compared 
with $60,824,233 in the first half 
of 1948. Over-all results of the 
company’s commercial business 
were less favorable than in the 
first half of 1948. A semi-annual 
dividend of $1.00 per share was 
paid on July 15 and $2.00 per 
share was paid for the full year 
of 1948. 

Unfilled orders on June 30, 
1949, were approximately $130,- 
000,000, of which Government 
business represented the princi- 
pal portion. An increase of over 
$5 million in inventories since the 
end of 1948 relates chiefly to 
work done on Government con- 
tracts. Part of 1949 Government 
business will be subject to the 
profit limitations of the Re-Nego- 
tiation Act and the Vinson-Tram- 
mell Act. It is the company’s 
opinion that no excessive profits 
under either of these Acts were 
realized in the six-month period, 
and therefore no provision has 
been made for any refunds to the 
Government. 
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In June, 1949, the company sold 
a public issue of $20 million of 
312% sinking fund debentures 
due June 1, 1969. Bank loans 
made since the end of 1948 
amounting to $10 million were 
repaid from the proceeds of this 
issue. The balance is being used 
for financing credit sales of farm 
equipment and the increase of 
military business, as well as for 
other corporate purposes. 

Sperry may be required to pay 
certain sums as additional pur- 
chase price of the stock of certain 
companies acquired in 1947. 
Such additional sums will be 
based on earnings of these com- 
panies computed periodically dur- 
ing the period of five years from 
July 1, 1947. On the basis of the 
earnings of these companies from 
July 1, 1947 to June 30, 1949, ap- 
proximately $900,000 would be 
accruable on the latter date as 
additional purchase price; how- 
ever, the amount of any payment 
will depend upon the entire year’s 
results. The amount of payment 
as finally determined will be 
charged against earned surplus, 
in accordance with the company’s 
previous accounting practice. 


Dresser Industries, Inc. 


“The recent devaluation of the Brit- 
ish pound brings to the forefront the 
outlook for American corporations in 
regard to their export business. I am 
particularly interested in Dresser In- 
dustries and would like to know some- 
thing about their recent export activi- 
ties. Would also appreciate hearing 
about company’s domestic sales volume 
and net income.” 

A. R., Sandusky, Ohio 


THE 





For the nine months ended July 
31, 1949, Dresser Industries re- 
ported net profit of $2,598,940 on 
sales of $58,222,543. Including 
the operations of the Gas Appli- 
ance Division for November and 
December and the capital gain 
arising from the sale of these 
companies in January, both of 
which are non-recurring, consoli- 
dated sales for the first nine 
months aggregated $62,668,768 
and earnings were $3,240,459. 

During the same period last 
year, comparable sales were $56,- 
809,626 with earnings of $4,290,- 
216. Per share earnings for the 
recent nine months period were 
$2.81, compared with $4.98 in the 
corresponding period of the pre- 
ceding year. 

Although total sales exceeded 
the similar period of 1948, there 
has been a _ steady downward 
trend, and during the third quar- 
ter sales fell below the compara- 
ble 1948 period. Furthermore, the 
declining volume was accom- 
panied by lower profit margins 


“ due to higher wage rates, inven- 


tory losses resulting from a de- 
cline in raw material prices, and 
deliveries under fixed-price con- 
tracts. 

The larger oil companies have 
curtailed buying and are tempo- 
rarily operating with their cur- 
rent equipment inventories. How- 
ever, it appears that oil field 
equipment and supplies are being 
used up faster than they are be- 
ing produced. The oil industry’s 
needs are still high and it seems 
certain that the long-term upward 
trend in petroleum consumption 
has not been reversed. Since drill- 
ing and production activities are 
closely related to oil consumption, 
it is reasonable to expect that 
Dresser equipment sales will re- 
flect the expected uptrend in the 
demand for petroleum products. 
In the meantime, sales to the 
natural gas industry will con- 
tinue at satisfactory levels. 

Dresser’s aggressive sales pro- 
motion activities in foreign fields 
have recently begun to pay off. 
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Negotiations have been completed 
for orders that may total between 
$7 million and $10 million to be 
delivered during the coming year 
to Argentina, Turkey, Italy and 
to Yugoslavia. 

These transactions were ac- 
complished in the face of dollar 
shortages, which blocked the nor- 
mal course of foreign trade, but 
Dresser worked out deals based 
on the old-fashioned principle of 
barter in which goods or services 
take the place of money. How- 
ever, Dresser always receives 
final payment in dollars. 

Current quarterly dividend rate 
is 50 cents per share. 


Keystone Steel & Wire Company 
“Please advise on financial position, 
earnings and dividends of Keystone 
Steel & Wire Company” ; 
P. C., Lima, Ohio 

Keystone Steel & Wire Com- 
pany earned a net profit of $3,- 
754,359 after all charges and Fed- 
eral taxes, equivalent to $2.00 per 
share on 1,875,000 shares of capi- 
tal stock outstanding, for the fis- 
cal year ended June 30, 1949. 
This compares with net profit of 
$4,311,477 and $2.30 a share for 
the preceding fiscal period. 

Consolidated net profit of Key- 
stone and subsidiaries for the fis- 
cal year totaled $4,607,299, equiv- 
alent to $2.46 a share, compared 
with $5,679,410 and $3.03 a share 
for the previous twelve months. 

Sales of $34,828,886 for the last 
fiscal year were the highest in the 
company’s 60-year history and 
represented a gain of 5% over 
sales for the preceding year. 

Sales of farm fence for the last 
three months of the fiscal year 
were of record proportions. Gains 
in this department were sufficient 
to offset lower sales of industrial 
wire and stucco reinforcing. Both 
sales and profits were materially 
curtailed by the shut-down of the 
rod mill for expansion and im- 
provement for eight weeks in Sep- 
tember, October and November, 
1948. 

Since January, the company’s 
substantial inventories of high 
priced materials have been used 
up or written down to present 
market prices. Scrap steel and 
other raw materials going into 
current production were acquired 
at prices presently prevailing. 
Keystone produced 303,017 net 
tons of steel ingots in the last 
fiscal year, the second largest ton- 
nage in the company’s history, 
exceeded only by the 1943-44 fis- 
cal year. 

Additions to plant, buildings 
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and equipment during the year 
totaled $1,378,613, of which pro- 
vision for depreciation accounted 
for $443.254. 

Net working capital of the com- 
pany on June 30, 1949, amounted 
to $5,872,762 compared with $4,- 
899,134 at the end of the previ- 
ous year, an increase of $473,628. 

Dividends in 1948 totaled $1.00 
per share and the current quar- 
terly rate is 25 cents per share. 

Continental Motors Corporation 

“Please report working capital posi- 
tion of Continental Motors Corpora- 
tion, inventory position and recent 
earnings.” 1. E., Lansing, Michigan 

Continental Motors Corpora- 
tion and consolidated subsidiaries 
had net earnings in the nine 
months ended July 31, 1949, of 
$1,701,005 or 52 cents per share 
on the 3,300,000 common shares 
outstanding. This compared with 
$2,536,129 or 77 cents per share 
in the like period last year. 

Sales for the nine months this 
year were $58,693,391 compared 
with $85,592,860 a year ago. 

Inventories on July 31, 1949, 
were 22% less than a year ago, 
amounting to $14,175,077 against 
$18,123,468. 

Current assets, including $11,- 
225,803 cash and marketable 
securities, totaled $33,368,470 
against current liabilities of $11,- 
522,635, leaving net working 
capital of $21,845,835. 

This was an increase of $1,- 
209,005 over the total a year ago. 

Dividends this year amounted 
to 20 cents per share. 

Grayson-Robinson Stores, Inc. 

“Please advise on principal merchan- 
dise handled hy Grayson - Robinson 
Stores and how many retail outlets 
comprise the company’s chain. Would 
also appreciate receiving any other 
pertinent data in regard to the com- 
pany.”  H,A., Bloomfield Hills, Mich. 

Grayson-Robinson Stores, Inc., 
national chain of apparel stores, 
listed on the New York Stock Ex- 
change, for the six months ended 
June 30, 1949, showed record 
high sales of $37,593,541 and net 
income of $923,947 after all 
charges and taxes. The _ sales 
represent an increase of 12.56% 
over the $33,399,588 volume for 
the corresponding six months of 
1948. The net income was equal 
after preferred dividend require- 
ments to $1.47 per share on 592,- 
980 shares of common stock. It 
compares with net income of $1,- 
002,331 earned after all charges 
and taxes in the six months ended 
June 30, 1948. This was equal 
after preferred dividend require- 
ments to $1.68 per share on 565,- 


000 shares of common stock. The 
increase since June 30, 1948, in 
the number of shares of common 
stock outstanding resulted from 
the payment last December of a 
5% stock dividend. 

Current assets of $14,753,595 
on June 30, 1949, exceeded by 
$6,634,092 total current liabilities 
of $8,119,503. Cash amounted to 
$6,613,712. During the six months 
serial notes payable were reduced 
in the amount of $335,000. 

At the close of last June, the 
chain comprised sixty stores, in 
addition to S. Klein - on - the - 
Square, New York City, compared 
with 58 stores on December 31, 
1948. A new store was opened in 
Chattanooga, Tennessee, on Au- 
gust 12, last. 

Since the general level of retail 
apparel prices was lower than in 
the corresponding period of 1948, 
the increase in the Grayson-Rob- 
inson Stores physical volume of 
sales in the six months ended 
June 30, 1949, was greater than 
the gain in dollar sales. 

Dividends were doubled in June 
and the stock was placed on a 
regular $1.00 per share annual 
basis. 

Principal merchandise sold is 
women’s and children’s clothing 
and accessories. 

Life Savers Corporation 

“Please report on sales and earnings 
trend of Life Savers Corporation.” 

S. J.. Union City, N. J. 

Sales of Life Savers Corpora- 
tion have been running ahead of 
last year. A 10% increase was 
shown in reported sales volume of 
$6,816,877 in the first half of 
1949, compared with $6,183,591 
in the corresponding period of 
1948. 

Net income, before taxes, was 
$1,627,748 in the six months 
ended June 30, as against 2,057,- 
021 in the first half of 1948. 

Net profit of Life Savers Cor- 
poration and subsidiaries, after 
provision for income taxes, was 
$974,697, equal to $1.39 per share 
on 700,280 capital shares in the 
first half of 1949, compared with 
$1,245,545, or $1.77 on the same 
per share basis in the first half 
of last year. Lower net was due 
to expansion of sales and adver- 
tising activities. 

Earnings for the full year of 
1949 are expected to hold close to 
the $3.68 a share reported in 
1948. 

Dividends of 1948 totaled $2.50 
per share (including a 90¢ extra) 
and $1.20 has been paid thus far 
in the current year. 
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What 5 head por Rusiness? 


By E. K. A. 


Recovery from the July low has been spreading further 
through most of industry, keeping business activity in its 
gently rising groove, but new uncertainties have arisen ren- 
dering it questionable 
whether the uptrend can 
carry into next year. Doubt- 
less business sentiment has 











BUSINESS ACTIVITY 


PER CAPITA BASIS 


M. W. S. INDEX been jolted by foreign cur- 

rency devaluation and the 

200 start of the nation-wide coal 
strike. While it may possi- 

7 bly manage to shake off the 

| 190 _. effects of these blows, much 


depends on how it can take 
4 the additional punishment 
of a steel strike, of uncertain 


}80 ‘ ° . 

ae? duration and impacts at this 
7 writing. 

190 nd In all this it must be re- 


membered that business 
now lacks the resiliency of 
former postwar years when 
it could take strikes in its 
stride without more than 
temporary faltering. It might 
do this with the coal strike 
since coal inventories are 
sufficient to cover six weeks 
requirements, hence no im- 
mediate curtailments of in- 
dustrial operations are like- 
ly. But any additional stop- 

ages, particularly in steel, 
* also in automobiles or 
any other of the heavy in- 
dustries, might have rapid 
and inevitable chain reac- 
tions. The result would be a 
quick smothering of the cur- 
rent business upswing. 
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For that reason, labor de- 
velopments are a far more 
potent factor in the outlook 
than currency devaluation, 
the impact of which so far 
at least has been mainly 
psychological. It will take 
time to assess ultimate 


repercussions, particularly 
4 whether it will generate de- 


100 
































flationary forces strong enough to counteract those which are 
currently making for continued recovery. 

Even without the new elements in the equation, recovery 
will have hard sledding in the months ahead. Automobile 
production and construction will be down seasonally this 
winter, and exports are almost certain to decline. Moreover, 
capital expenditures by business are in a downtrend. To- 
gether this is enough to cast a cloud on the nearer term 
outlook, but much will depend on consumer spending. 

Such spending is likely to continue high, if only for sea- 
sonal reasons, and will be further propped by mounting 
Government outlays and the addition of $2.8 billion in vet- 
erans’ insurance funds to the income flow. Though these pay- 
ments will not begin to be made before January, their im- 
minence is expected to strengthen current and nearby spend- 
ing propensity of their recipients. By and large, retail trade 
prospects are encouraging but to what extent this will, un- 
der present conditions, favorably affect business decisions 
is less clear. 

Were it not for the imponderables discussed, with strikes 
ranking first, one might conclude that current signs point to 
a stabilizing of the economy at a rather high level, subject 
to normal seasonal patterns. This would not imply revival of 
the boom but rather a moderate rise in general activity with- 
out the threat of a serious setback despite economic adjust- 
ments still to come. Now the answer will have to be post- 
poned. It can hardly become definite until later in the year. 


Capital Spending Tapering Off 

In the face of published reports that durable goods orders 
now being booked for fourth quarter delivery are larger than 
expected earlier in the year, there is evidence that the down- 
trend in business spending is speeding up. According to a 
survey jointly undertaken by the SEC and the Department of 
Commerce, planned fourth quarter expenditures for plant 
and equipment are estimated at $4.25 billion, 7% below 
the third quarter and 21% below actual expenditures in the 
fourth quarter of 1948. This would still make 1949 the second 
best year in history. Biggest cutbacks occurred among manv- 
facturers; outlays by utilities will top last year by some 16%. 

There is hope, however, that actual fourth quarter outlays 
may not decline as much as estimated. Tentative fourth quar- 
ter plans were reported in July when business was at its low 
point and fourth round wage increases threatening. To what 
extent plans may have been revised in the wake of subse- 
quent better business feeling still remains to be revealed, 
however. Quite possibly, the new competitive apprenhensions 
arising from foreign currency devaluations may be spurring 
cost-cutting moves, previously shelved, with a view to stream- 
line operations and obtain more economical production in 
threatened industries. 
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The Business Analyst 





MONEY AND CREDIT—With the short interest on Sept. 15 
largest in 17 years, stocks advanced sharply during the trad- 
ing week ended Sept. 16: then sold off abruptly following 
announcement of overseas currency devaluations; but re- 
covered most of their loss later, leaving a net gain of 3 
points in our common stock index for the trading fortnight 
ended Sept. 23. With strength in the low priced stocks, vol- 
ume of sales expanded to the largest total since the fort- 
night ended Nov. 13, 1948. New York bank stocks, corporate 
bonds and preferred stocks, were up fractionally on the fort- 
night; but U.S. and foreign government dollar bonds were 
off a bit. Better grade rail bonds advanced to the highest 
average level since September 20, 1947. In the bank report 
for the fortnight ended September 14, member bank loans, 
investments and deposits continued to expand; but the vol- 
ume of reserve to credit outstanding, along with member 
bank excess reserves, contracted substantially. Our net im- 
ports of gold, which were one of the sources of inflation dur- 
ing the war and early post-war years, amounted to only 
$0.76 billion in fiscal 1949, compared with $2.39 billion in 
the previous fiscal year ended June 30, 1948. Monetary gold 
stocks are now only $0.83 billion larger than a year earlier, 
compared with a year-to-year gain of $1.92 a year ago. As 
to the second principal source of inflation, reserve bank 
credit, the total now outstanding is $4.91 billion smaller than 
last year at this time. A year ago there was a year-to-year 
increase of $1.02 billion. The relatively mild deflation thus 
far experienced would evidently have been considerably 
greater had it not been for successive reductions in reserve 
requirements, which have enabled reserves (now $2.9 billion 
smaller than a year ago) to sustain more deposits per dollar. 
The threat to business activity from this source will be les- 
sened when deficit financing reaches the point where reserve 
banks will have to resume purchases of Government securi- 
ties or, later on, when gold imports pick up again with the 
rise in mine output to be stimulated in Africa and Canada 
by currency devaluations. 


TRADE—Department store sales still running a little below 
last year in dollar total; but up a bit in unit quantity. For- 
eign currency devaluations will be mildly deflationary over 
the short turn; but inflationary in the long run. 


INDUSTRY — After seven consecutive weeks of recovery, 
Business Activity contracted a bit during the fortnight ended 
September 17; but, as the holiday dip was smaller a year ago, 
the margin of decline below last year narrowed to 1.3°/,. Farm 
income during July was 25% under a year earlier; but non- 
farm incomes were up !/>°%. August machine tool orders were 
up 7% from July, while copper deliveries spurted 100°. Ex- 
cess exports dipped sharply in July. 


COMMODITIES — Under impact of overseas currency de- 
valuations, both spot and futures indexes declined in the week 
ended Sept. 24; though wheat was up a few cents. Weakest 
items were rubber and wool. Metals were unchanged in price. 





UO 


The long-expected Devaluation of foreign currencies, 
which has all but monopolized the business news since our 
last issue, will induce worthwhile price reductions here in several 
imported commodities—such as rubber, wool and cocoa (for 
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particulars please see “Trend of Commodities,” top of third 
page following)—and in a few competitive manufactured lines. 
- *. "s 


In most lines, the full 30!/.% reduction in overseas curren- 
cies, and the 10% cut in the Canadian dollar, will however, not 
be fully reflected here in price reductions on imported items. 
A fair guess would be that price reductions, on an average, 
will not exceed half these amounts. 

* * 

There will be strong temptation for producers abroad to 
raise their own prices in terms of local currencies in order to 
increase profits after paying for the higher cost of certain im- 
ported materials which can be obtained only in the dollar area 
(the U. S. A. and Canada). This will lead to higher living costs 
abroad, and thus eventually to higher wages. Devaluation of 
foreign currencies will thus, of itself, have only a mildly De- 
flationary effect upon our own economy—barring develop- 
ment of other adverse influences in the meantime. 

* * * 

The success of currency devaluation alone in righting Eng- 
lands adverse trade problem remains to be seen. It was on 
Sept. 20, 1931, exactly 18 years ago that announcement was 
made here that the Bank of England had been forced to sus- 
pend gold payments. The pound sterling, which had been 
pegged at around $5, thereafter proceeded to seek its free 
level in the open market and, within a year’s time, became 

(Please turn to the following page) 
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Latest Previous Pre- 
Wk. or Wk.or Year = Pearl ~=PRESENT POSITION AND OUTLOOK 
Date Month = =Month Ago Harbor 
MILITARY EXPENDITURES—$b (e) Aug. 1.29 1.20 1.04 1.55 (Continued from page 37) 
Cumulative from mid-1940....__... | Aug. 385.9 384.6 371.6 13.8 stabilized at about $3.25, a depreciation of 
FEDERAL GROSS DEBT—$b Sept. 21 2563 256.4 2522 58.2 | 90/e~ Thus, in order to command even an 
equal number of dollars, British exports to 
MONEY SUPPLY—$b the U.S., measured in pounds sterling, 
Demand Deposits—94 Centers... | Sept. 14 46.9 464 47.4 261 | should have risen about 35%. Actually, in 
Currency in Circulation... | Sept. 21 274 275 28.1 10.7. | the three succeeding years (1932-4), they 
averaged 6°, below 1931 and 35%, under 
BANK DEBITS—13-Week Avge. the 1930 total. 
New York City—$b.. | Sept. 14 8.43 8.46 7.92 4.26 
93 Other Centers—$b.......___-_ | Sept. 14 11.70 11.69 12:35 7.60 . . ? 
Our excess of Exports over imports 
PERSONAL INCOMES—$b (cd3) July 211.9 214.7 216.7 102 shrank in July to $429 million—$133 mil- 
Salaries and Wages... | July 138.1 138.5 = 138.8 = 66_~—| lion below June, though only $13 million 
Proprietors’ Incomes ......____ | July 44.5 46.8 50.8 23 less than for July, 1948. In June, the excess 
Interest and Dividends ——— | July 17.3 17.3 16.0 10 was $164 million larger than a year earlier. 
Transfer Payments July 12.1 12.1 Wl 3 Cotton accounted for a conidentile or- 
(INCOME FROM AGRICULTURE) July 208 22.9 265 10 tion of the June-July drop of $206 udieen 
CIVILIAN EMPLOYMENT—m (cb) | July 509597 612SLB | OU O*PONS. 
Agricultural Employment (cb). | _ July 8.5 9.6 8.4 8.8 q is “ ° ‘ 
Employees, Manufacturing (Ib). | July 15.0 15.1 16.2 13.8 Despite war losses, the world’s tonnage 
Employees, Government (Ib) |_ July 5.8 5.8 5.6 46 |of ocean-going Vessels is now 17.2% 
UNEMPLOYMENT—m (cb) July 3.7 4.1 1.2 3. | larger than in pre-war 1939. 
* * 
a ae vee July 144 145 159 147 Domestic deliveries of refined Copper 
Durable Goods July 162 165 185 175 . M A é 
in August were virtually twice as large as in 
Non-Durable Goods ._______ | July 129 124 138 123 Jul they: Ala : iiaiae 
FACTORY PAYROLLS (1b4) uly and the highest since March; yet 
Moy 329 336 ” shied stocks held by producers rose 2!/2°%, dur- 
FACTORY HOURS & WAGES (1b) ing the month, which helps to explain why 
Weekly Hours July 338 3890398 aos = has recovered only 1% cents of 
Hourly Wage (cents)__._ July 1383 1380 ©1332 731 \its 7/2 cents drop during the second 
Weekly Wage ($)---_-__- | July 53.66 53.68 52.95 32.79 | Wwarter. ae 
PRICES—Wholesale (1b2) Sept. 20 154.1 154.6 169.5 92.5 Owing mainly to a 25% plunge in in- 
Retail (cdlb) July 186.8 188.3 195.2 116.2 come from agriculture, Personal In- 
comes in July sagged to 2.4% below the 
COST OF LIVING (1b3) July 168.8 169.6 173.7 110.2 | like month last year; but non-farm incomes 
Food July 201.7 204.3 «216.8 ~—s'113.1._—' | were still up one-half of one per cent. On 
Clothing July 188.5 190.3 197.1 113.8 | the other hand, dividend disbursements in- 
Rent July 120.7 120.6 117.3 107.8 | creased 8° while “Transfer Payments,” a 
euphemistic term for government handouts 
geste Nenana to the improvident rose 9%. 

etail Store Sales (cd)... ] Aug. 10.57 10.24 10.67 4.72 | 

Durable Goods _.... | Aug, 3.45 3.26 3.29 114 | 4 * * 

Non-Durable Goods | Aug. 7.12 6.98 7.38 3.58 | Department Store Profits in the first 
Dep't Store Sales (mrb)..--____.. | Aug. 0.70 0.59 0.76 0.49 half of their accounting year, which begins 
Retail Sales Credit, End Mo. (rb2).. | July 8.14 = 8.15 7.05 5.46 | February 1, dropped to 58%, below last 

year. Sales were off only 5%; but rising 
aevganrmmewt expenses cut seriously into their normally 
New Orders (ed2)—Total..__._. - | July 192 208 246 181 narrow profit margins. Profit per dollar of 

Durable Goods ._______._—_| July = ae we on sales plunged from 2.9 cents in the first 

Noa-Durable Goods —____ nbd ee = vid el half of last year to 1.2 cents this year. Dras- 
Shipments (cd2)—Total July 294 ail ed - tic markdowns of war-time goods of sub- 

Durable Goods... July 332 367 333 227 ened lit | ietbutl 

quality were also a contributing 

Nos-Derable Goods —______- itd ss ie — end factor. Improvement is looked for in the 

BUSINESS INVENTORIES, End Mo. second half. a a 
Total—$b (cd) July 50.4 51.6 51.7 28.6 is 

Manufacturers’ July 29.7 30.3 30.2 16.4 The slump in New Orders for durable 

Wholesalers’ ide 78 78 8.0 41 goods apparently culminated in the vaca- 

Retailers’ si 129 13.5 13.5 3.1 _ | tion month of July, which witnessed a small 
Dept. Store Stocks (mrb)_- July 1.9 2.0 ZA 1.4 upturn. However, the drop below the corre- 

sponding month of last year widened to 
BUSINESS ACTIVITY—1—pc Sept. 17 159.0 161.0 1640 141.8 | 34%, from only 30% in June. Backlogs of 
(0 W.S.j—t—ap | Sept. 17 183.6 183.3 186.2 1465 | unfilled orders for durable goods at the end 
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Latest Previous Pre- 
K Wk.or Wk.or Year Pearl PRESENT POSITION AND OUTLOOK 
Date Month Month Ago Harbor 
INDUSTRIAL PROD.—1—np (rb) July 162 169 186 174 of July were 31% smaller than a year 
of Mining July 134 134 153 133 earlier. 
an Durable Goods Mfr._...._- eo eneen a |", 186 194 219 220 * x * 
i anne see | 169 151 P . 
a Non-Durable Goods Mfr July 156 60 During August, there was a 7%, pick-up 
g, CARLOADINGS—t—Total Sept. 17 743 624 910 833 in new orders for Machine Tools, com- 
in Manufactures & Miscellaneous... | Sept. 17 352 302 414 379 pared with July. The rise in shipments ne 
y Mdse. LC. L Sept. 17 85 72 109 156 
° coi Sept. 17 48 40 5) 2 even sharper; so that the backlog of un- 
veal — — — ——— | filled orders continued to shrink. 
ELEC. POWER Output (Kw.H.)m Sept. 17 5,579 5,258 5,426 3,267 
* * 7 
SOFT COAL, Prod. (st) m Sept. 17 8.4 6.0 12.2 10.8 i . 
rts Cumulative from Jan. |... | Sept. 17 335 327 420 446 Rubber Consumption rose ] 1.2% 
il- Stocks, End Mo. en nn | July 69.1 74.1 59.1 61.8 |during August to 78,370 long tons in July, 
“ - 
, PETROLEUM — (bbls.) | — - the pera Penis egt re 
SS Crude Output, Daily. | Sept. 17 48 4.8 5.3 4.1 ! ssociation. Consumption of natural ru - 
oi Gasoline Stocks... | Sept. 17 103 104 92 86 in August totaled 44,769 tons, up 10.6% 
ar Paet Or Sie - | Sept. 17 68 69 57 94 from July, while use of synthetic rubber in- 
” Heating Oil Stocks... | Sept. 17 80 78 69 55 _| creased to 33,601 tons, a rise of 11.9%. 
LUMBER, Prod. (bd. ft.) m | Sept. 17 639 574 665 632 During the first eight months of this year, 
Stocks, End Mo. (bd. ft.) b.. | July 7.9 7.8 6.1 12.6 | 375,912 tons of natural rubber were con- 
ge | — sumed compared with 424,104 tons for the 
Aug. 6.71 5.78 7.45 6.96 i . 
le STEEL WORST PROD. (2.) = = 47 | corresponding period of 1948, a decrease 
Cumulative from Jan. I. | Aug. 58.4 57.6 51.7 74. : . j 
— —— of 11.3%. Total synthetic rubber consumed 
ENGINEERING CONSTRUCTION A ecesia -” sia dia i through August amounted to 282,402 tons 
AWARDS—S$m (en) | Sept. . 9 t 2 i 
- Contato tant ___.| Sopn2t aor aie anes ann | CONRAN ereeneion cheery 
_ a Sik A ee In view of the price advantages gained 
et MISCELLANEOUS | for natural rubber by devaluation, the fu- 
ur- Paperboard, New Orders (st) t Sept. 20 198 173 173 165 ture consumption trend of natural rubber 
hy U. S. Newsprint Consumption (st) t Aug. 402 396 402 352 signin taibmoben Imports pa likely hehe 
f Do., Stocks (mpt), End Month Aug. 808 740 667 523 . 
° boosted by increased U.S. purchases for 
d Hosiery Production (pairs) m July 116 141 110 150 st 
‘ Natural Rubber Consumption (It) t. | July 40.4 47.1 48.7 54.3 | stockpiling purposes under the recent agree- 
Do., Synthetic July 30.0 36.9 34.5 0.5 | ment with Britain. 
n- b—Billions. cb—Census Bureau. cd—Commerce Dept. cd2—Commerce Dept. (Avge. Month 1939—100). cd3—Commerce Dept., 
in- seasonally adjusted monthly totals at annual rate, before taxes. cd!lb—Commerce Dept. (1935-9—100), using Labor Bureau and other 
the Data. e—Estimated. en—Engineering News-Record. |—Seasonally adjusted Index (1935-9—1!00). Ib—Labor Bureau. |b2—Labor Bureau 
1es (1926—100). Ib3—Labor Bureau (1935-9—100). Ib4—Labor Bureau, (1939—100). It—Long Tons. m—RMillions. mpt—At Mills, Publishers, 
5 and in Transit. mrb—Magazine of Wall Street, using Federal Reserve Board Data. np—Without Compensation for Population growth. pc— 
~~ Per Capita Basis. rbh—Fe-eral Reserve Board. rb2—Federal Reserve Board, Instalment and Charge Accounts. st—Short Tons. t—Thousands. 
In- 
‘a THE MAGAZINE OF WALL STREET COMMON STOCK INDEXES 
uts : — = 
No. of ————. 1949 Indexes ————_—_—__ (Nov. 14, 1936, Cl—100) High Low Sept.16 Sept. 23 
Issues (1925 Close—100) High Low Sept.16 Sept. 23 100 HIGH PRICED STOCKS 80.68 71.00 80.26 79.76 
320 COMBINED AVERAGE 127.6 108.0 123.4 123.2 100 LOW PRICED STOCKS 146.36 119.71 137.61 137.79 
irst 4 Agricultural Implements 200.0 162.1 189.9 184.9 6 Investment Trusts 64.0 53.9 64.0A 63.9 
ins 10 Aircraft (1927 Cl—100) 175.2 138.2 144.7 145.1 3 Liquor (1927 Cl_—100) 739.0 602.9 739.0A 737.7 
ast 6 Air Lines (1934 Cl—100) 454.7 366.1 421.3 423.4 10 Machinery 136.9 115.9 129.7 128.9 
, 6 Amusement 93.4 75.7 87.9 84.6 3 Mail Order 104.9 87.1 99.3 97.0 
Ing 12 Automobile Accessories 188.9 145.2 167.4 168.8 3 Meat Packing 79.9 63.3 73.1 71.5 
ally 12 Automobiles 29.7 21.3 24.1 23.6 12 Metals, Miscellaneous 158.1 122.0 145.3 140.9 
ot 3 Baking {1926 Cl.—100) 19.7 18.1 19.4 19.5 4 Paper ..... 37.3 279 350 349 
irst 3 Business Machines 237.4 209.0 232.0 230.4 29 Petroleum 250.5 207.1 250.5A 248.8 
2 Bus Lines (1926 Cl.—100) 133.5 118.3 125.8 125.2 21 Public Utilities 131.8 102.4 128.8 131.8B 
as- 5 Chemicals . 237.9 212.7 236.1 234.3 9 Radio (1927 Cl.—100) 26.7 13.6 15.8 15.9 
ub- 3 Coal Mining 19.2 2 135 13. 9 Railroad Equipment 50.0 365 40.0 405 
ing 4 Communication 39.4 31.8 35.5 37.2 24 Railroads 23.4 17.5 19.6 20.0 
the 13 Construction . 58.5 47.4 55.8 55.8 3 Realty . 27.5 17.5 27.5B 27.1 
7 Containers . 284.1 240.7 277.2 272.8 3 Shipbuilding 144.4 120.0 132.1 130.5 
9 Copper & Brass 95.8 67.4 76.3 75.6 3 Soft Drinks 367.4 298.2 338.8 325.0 
2 Dairy Products . 64.4 53:3 64.2 64.4B 14 Steel & Iron 106.2 77.0 87.3 88.2 
ble 5 Department Stores 57.3 49.2 57.1 57.3A 3 Sugar 48.5 39.8 45.2 46.9 
ca- 6 Drugs & Toilet Articles 161.7 141.6 161.7A 159.0 2 Sulphur ... 293.6 233.8 293.6C 289.5 
iI 2 Finance Companies 299.3 246.1 296.0 293.8 5 Textiles 132.5 100.9 122.4 120.7 
na 7 Food Brands 165.0 146.0 165.0A 163.2 3 Tires & Rubber 316 © 26.6 28.9285 
rre- 2 Food Stores 85.3 58.5 85.3C 83.8 6 Tobacco 83.4 67.1 80.9 83.4B 
to 3 Furniture . 70.7 54.7 63.6 62.5 2 Variety Stores 346.2 308.3 341.8 332.9 
s of 3 Gold Mining 736.3 566.3 717.5 736.3A 17 Unclassified (1948 Cl—1!00) 106.2 93.2 105.6 106.2A 
ond New HIGH since: A—1948; B—1947; C—1946. 
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Trend of Commodities 





Commodity indexes, spot and futures, were depressed dur- 
ing the week ended September 24 by devaluation of foreign 
currencies and by a rather abrupt seasonal decline in live 
stock prices. Wheat, however, managed to gain a few cents 
under heavy Government purchases, while raw sugar rose a 
little in response to an advance in refined, accompanied by 
estimates that demand for the remainder of the season is 
likely to exceed available supplies. Oats, barley and rye de- 
clined on the belief that exports would be smaller this season, 
despite Marshall plan aid. Rubber, wool, coffee, cocoa, hides, 
rae ger copper, in spot markets were especially hard hit by 
overseas currency devaluations, along with expectations that 
South American nations will soon follow suit. At the week's 
lows, touched mostly during the first two days of trading, rub- 


ber was down 12% from the previous week's close; coffee, 
10%; wool, 10%; cocoa, 8%; hides, 6%; and copper, 4%. 
Coffee and wool, however, rallied later on expectations that 
growers would raise local prices enough to substantially off- 
set the depressing effects of devaluation. Thus rubber closed 
down only 9% on the week, while coffee lost only 1%. In fact 
wool prices in Australia have already risen 15%, which leaves 
prices to the American buyer only 12% lower, after allowing 
for our 25!/2-cents-a-pound import duty. Prices for most of 
these imported raw materials fell to even lower levels earlier in 
the year than thus far witnessed since devaluation, without 
hardship to manufacturers here, except for transient inventory 
losses. This explains why several of our carpet and rug makers 
state that their prices will not be reduced. 
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U. S. DEPARTMENT OF LABOR INDEX OF 28 BASIC COMMODITIES 
Spot Market Prices — August, 1939, equals 100 


Date 2 Wk. | Mo. 3Mo. 6Mo. 1 Yr. Dec.6 

Sept.26 Ago Ago Ago Ago Ago 194! 

28 Basic Commodities ............. 246.3 252.1 243.5 232.1 265.6 305.9 156.9 
11 Imported Commodities ..... 244.1 250.5 247.7 237.5 252.9 278.7 157.3 
17 Domestic Commodities .... 247.8 253.2 240.8 228.6 274.4 325.6 156.6 


RAW MATERIALS SPOT INDEX 
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14 Raw Materials, 1923-25 Average equals 100 


Aug. 26, 1939—63.0 Dec. 6, 1941—85.0 
1949 1948 1947 1945 1941 1939 1938 1937 


High _______ 161.5 162.2 164.0 95.8 85.7 783 65.8 93.8 
Low ______ 134.9 149.2 126.4 93.6 74.3 61.6 57.5 64.7 
40 


Date 2 Wk. 1 Mo. 3Mo. 6Mo. Yr. Dee. 6 

Sept.26 Ago Ago Ago Ago Ago 1941 

7 Domestic Agriculture .... 294.6 305.9 289.8 295.8 294.0 327.4 163.9 
12 Foodstuffs . 289.8 301.6 296.9 279.4 289.5 354.6 169.2 














16 Raw Industrials ........... 227.9 229.9 218.6 212.3 260.5 276.9 148.2 
COMMODITY FUTURES INDEX 
JUNE JULY AUG, SEPT. 
140 
DOW-JONES 
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Average 1924-26 equals 100 


1949 1948 1947 1945 1941 1939 1938 1937 
139.28 168.63 175.65 106.41 84.60 64.67 54.95 82.44 
122.45 139.83 117.14 93.90 55.45 46.59 45.03 52.03 


High 


Low 
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Four Stable Earners With 
Assured High Income 





(Continued from page 22) 


to select the biscuit industry as 
among the most stable in the econ- 
omy. Attractive packaging plus a 
low price tag has always created 
a vast demand for these nutri- 
tious items in all kinds of eco- 
nomic weather. Competition is of 
course exceedingly keen in this 
field, but a few amply-financed 
concerns dominate the picture 
through ability to achieve mass 
production and to popularize their 
products by expending large sums 
for promotion. Their sales are 
also stabilized by the constant 
addition of new products, while 
their established brands find ready 
acceptance in the growing number 
of self service stores. The strong 


fundamentals of Sunshine Bis- 


cuits, Inc. have induced us to in- 
clude the company in our study. 

On pages 23 and 24, we pre- 
sent statistical data and brief 
comments on each of the four 
concerns mentioned. For timing 
of purchases we suggest that 
readers follow the advice of A. T. 
Miller appearing regularly in each 
issue of the Magazine. 





Debt Free Companies With 
Only Common Stock 
Outstanding 





(Continued from page 29) 


This strongly established man- 
ufacturer of boilers and tubes for 
utilities, marine and heavy in- 
dustries, as well as of super- 
heaters and a long list of special 
equipment, has operated profit- 
ably in all but a very few highly 
recessive periods. Its capacity in 
postwar has been expanded and 
modernized by outlays in excess 
of $11.6 million dollars. For six 
months ended June 30, 1949, 
sales of $84.9 million advanced 
about 20% above the correspond- 
ing period of 1948, and a backlog 
of $129.5 million assures high 
level operations for quite a time 
to come. A record working capi- 
tal of $36.4 million at the end of 
last year equalled $51 per share, 
and compares with a recent price 
of 4914 for the stock. While it 
may be that readjustment prob- 
lems plaguing most concerns have 
been late in reaching Babcock & 
Wilcox and that earnings have 
approached their postwar peak, 
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net of $8.89 in the first half of the 
current year does not indicate 
any readjustment pains as yet. 
The shares carry considerable in- 
vestment appeal with a yield of 
close to 10% and the possibility 
of another stock dividend, though 
the business is sensitive to cycli- 
cal influences. 

Libby-Owens-Ford, the leading 
domestic producer of safety glass 
and a prominent plate and win- 
dow glass manufacturer, has 
neither funded debt nor preferred 
stock outstanding, a_ situation 
that has prevailed for many years 
past. About 2.5 million shares of 
no par common with a book value 
of $25.97 on December 31, consti- 
tute the only capitalization. Since 
1932, this concern has uniformly 
reported profits that have been 
rather stable, averaging around 
$3 per share for 15 years past and 
establishing a peak of $5.56 in 
1948. The company’s dividend 
policies have been very liberal 
from year to year, averaging 
about $2.60 per share in the 
period mentioned, equal to more 
than 85% of earnings. This shows 
what can happen with a capital 
confined to one-class shares and 
with earnings ample to maintain 
adequate and expanding facilities. 
From our table it will be seen 
that Libby-Owens-Ford earned 
$3.56 a share in the first half of 
1949, reflecting continued heavy 
sales to the automotive and build- 
ing industries. While opinion dif- 
fers as to how long demand from 
these sources will remain at cur- 
rent levels, it could recede some- 
what without much impact on 
shareholders in this sound con- 
cern. It seems likely that full 1949 
dividends will at least equal the 
$3.50 per share paid last year, in 
which event the shares around 53 
would yield 6.6%. In a less uncer- 
tain economic atmosphere this 
would leave room for considerable 
price appreciation. 

The few situations we have 
been able to discuss, where a one- 
class capitalization has proved 
beneficial to shareholders, have, 
we hope, shown that freedom 
from debt or preferred stock con- 
stitutes an element that is worthy 
of consideration by conservative- 
minded investors. It seems clear 
that the factor under discussion 
in many cases has improved po- 
tentials for steady dividends 
without impairing potentials for 
consistent growth. 





Securities Disturbing 
Investors 





(Continued from page 31) 


trade. Additionally, the company 
in postwar has greatly expanded 
its output of woolen goods for 
men’s and women’s apparel. Dur- 
ing the last twenty years, the 
business has proven exceptionally 
stable and while earnings have 
varied from year to year, it was 
only in four years that no profits 
were earned. Until the present 
year, dividends have been paid 
regularly since 1927, except in the 
1929-34 period and again in 1943. 
In the last five calendar years, 
payments have ranged from $1 
to $1.50 per share for an average 
of $1.15 compared with an aver- 
age net of around $2.90. Both as 
to product and management, 
Collins & Aikman have won a 
high reputation. ; 

Two factors have largely been 
accountable for reduced earning 
power in recent years. Sales of 
fabrics to automobile manufac- 
turers declined moderately be- 
cause output of models ordinarily 
using Collins & Aikman’s prod- 
ucts was checked by increased em- 
phasis on higher priced vehicles 
as long as demand for them re- 
mained excessive. Additionally, 
as long as two years ago, the fur- 
niture industry began to show 
signs of overproduction and buy- 
ers in this important field became 
increasingly cautious in placing 
orders. In the company’s last fis- 
cal year, sales of both automotive 
fabrics and apparel goods im- 
proved, but the advantage was 
offset by receding volume of fur- 
niture and transportation fabrics. 
Overall volume of $33 million in 
fiscal 1949 was almost identical 
with the previous year but fell 
below the $40.8 million in fiscal 
1947. 


Affected by Trends in Textile 
Industry 


The experience of Collins & 
Aikman in the last three quarters 
as regards sales trends has been 
very similar to that of the textile 
industry generally. That is to say, 
the company’s volume declined at 
a virtually steady rate of $1 mil- 
lion per quarter from a level of 
$8 million in the November period 
to $6 million in the May quarter. 
For the three months ended May 
31, 1948, volume was $9.7 million, 
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thus the year to year decline in 
the first quarter of the current 
fical year was 38%. Under pre- 
vailing cost conditions, it seems 
apparent that the company’s 
break-even volume was around $8 
million quarterly, for in the No- 
vember quarter this amount of 
sales produced a deficit of 30 
cents a share. It is significant, 
though, that on May quarter sales 
of $6 million, the deficit was in- 
creased to only 45 cents a share; 
this attests to improved cost 
controls. 


The company is now taking 
steps to effect further operating 
economies. Since 1941, Collins & 
Aikman has spent slightly less 
than $1 million on an annual 
average for expansion and mod- 
ernization. During the last year 
the company borrowed $9 million 
from an insurance company in 
the form of 20-year serial deben- 
tures at 314. From the pro- 
ceeds, approximately $4 million of 
bank loans were retired, leaving 
$5 million available for plant 
improvements. It seems likely 
that when more efficient equip- 
ment is installed, operating mar- 
gins should widen substantially, 
but some time may pass before 
this occurs. It is also probable 
that the company will benefit 
from reduced costs of construc- 
tion and of machinery. Since the 
end of the war, rising wage costs 
and lower worker efficiency have 
been a serious problem. To over- 
come these handicaps, the man- 
agement is now prepared to 
spend some very substantial 
amounts to reduce unit costs. 


As of February 26, 1949, -the 
balance sheet reflected the results 
of the recent borrowing, net cur- 
rent assets of $17.9 million com- 
paring with $10.8 million a year 
earlier. The large amount of un- 
used funds raised the current 
ratio to better than 10 to 1 com- 
pared with 3.3 to 1 at the end of 
the final 1948 fiscal quarter. The 
retirement of bank loans reduced 
current liabilities to $1.8 million 
compared with cash and U. S. 
Treasury bills of $6.9 million, fur- 
ther evidence of an exceptionally 
strong financial position. 


The management expresses op- 
timism that, following a_ brief 
period of adjustments, demand 
for its products may increase 
enough to permit profitable oper. 
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ations again. Because of the com- 
pany’s strongly entrenched trade 
position with General Motors, 
Chrysler and Ford, and its con- 
stant efforts to produce improved 
products, the medium term future 
holds a good deal of promise. In 
the long run, there is ground to 
assume that the company will 
maintain its competitive position 
and through increased efficiency 
be able to realize rather stable 
earnings. For these reasons, Col- 
lins & Aikman shares at current 
depressed prices appear to offer 
some speculative attraction de- 
spite the fact that dividends are 
presently suspended. In any event, 
present holders of the stock 
should not be unduly concerned 
over interrupted dividends and 
the present low price level for the 
stock. 





What About A Fair Deal For 
The Investor, Mr. Truman? 





(Continued from page 15) 


profits ;it cannot distribute enough 
of them in dividends. And because 
it cannot pay adequate dividends, 
it cannot get venture capital. This 
also explains why the market has 
never capitalized the high postwar 
earnings in normal manner, recog- 
nizing that the bulk of these earn- 
ings will never see the investors’ 
pockets. 

As it is, stockholders assume 
the risk of little or no income if 
business declines but they never 
benefited proportionately when 
business was flourishing and 
earnings were high. Between ex- 
cessive taxation and skimpy divi- 
dends even in periods of peak 
profits, they have seen themselves 
lose out in their quest for ade- 
quate return for their risk taking. 
The shabby treatment of venture 
capital has become the greatest 
obstacle to its investment. The 
choice henceforth will be restora- 
tion of fair treatment, a square 
deal for the investor, or else an 
inexorable trend towards social- 
ization of industry by means of 
Government financing in the ab- 
sence of private risk capital. 

It is difficult to believe that 
Government through its policies 
is deliberately attempting to force 
the second alternative. It is fairly 
well understood that our private 
enterprise system has beyond 
doubt produced a higher standard 





of living than any other system. 
Why, then, endanger it by ad- 
vocacy of a socialistic “Fair 
Deal” that caters to the demands 
of every pressure group to the 
detriment of free enterprise? 

The incentive for profit under- 
lies our system which requires 
private capital to carry on its op- 
erations. People could not be in- 
duced to risk their savings in 
business unless they have some 
hope of adequate return. If the 
reward is insufficient, venturing 
is bound to dry up. 

In the interest of maintenance 
of a healthy free enterprise sys- 
tem, it is imperative that the in- 
vestor be restored to his proper 
position as an equal partner in 
the economy, that his right to an 
adequate return and a fair share 
of the profits of industry be rec- 
ognized and respected. In these 
days where “Fair Deals” abound 
for virtually every group vocal 
enough to press for it, why not a 
fair deal for the investor? He is 
no less important than others. 


Unfortunately, in the present 
political environment, profits have 
increasingly become an object of 
intense suspicion, and investors 
have often been denounced as 
parasites which fatten themselves 
at the expense of labor and con- 
sumers, ignoring that without in- 
vestors, there would be neither 
jobs nor the kind of production 
that has made our standard of 
living possible. 


What Government Can Do 


There are many things which 
Government can do to remedy the 
situation. It can make a start by 
elimination of double taxation of 
dividend income and reduction of 
obstacles to risk ownership in- 
volved in the treatment of capital 
gains and losses. It can abstain 
from policies, usually advocated 
under the guise of liberalism and 
public welfare, which lead to un- 
just and excessive burdens on 
production. It should shy away 
from class legislation which 
either through law or subsidy 
caters to political pressure groups 
rather than the general welfare. 
It should recognize the equal 
right of every partner in the 
economy. 


One of these partners, the in- 
vestor group, has been unjustly 
penalized, to the advantage of 
others. Yet the American econ- 
omy will not be sound until in- 
dustry has the benefit of a free 


THE MAGAZINE OF WALL STREET 








om. 
ad- 
air 
ids 
the 


er- 
res 
op- 
in- 

in 
me 
the 
ng 


1ce 
yS- 
in- 
yer 

in 
an 
ure 


age 
nd 
cal 
ta 

is 


ont 
ive 

of 
yrs 


ves 
yn- 
In- 


ion 
of 





and unhampered flow of risk 
funds. Further neglect cannot 
bring this about; rather it will 
restrict the flow to the detriment 
of economic health or economic 
freedom. 

There is one thing investors 
can do to help themselves. They 
can organize just as other groups 
have organized to protect and fos- 
ter their interests. We feel it 
ould be a good thing if investors 
were to band together to make 
their voices heard and their in- 
fluence felt where it really counts. 
We shall be glad to receive 
readers’ opinions and suggestions 
on the subject, to hear what they 
think should be done so that 
stockholders get a fairer deal 
both as taxpayers and investors. 

There are some fifteen million 
f them, it has been estimated; 
acting jointly, they should be able 
to make their weight felt. 








What Prospects for Higher 
Gold Price? 








(Continued from page 13) 
hoard some of their gold. 

The developments in China are 
even more bearish on the price 
of gold in free markets. During 
the past few years, the fear of 
impending communist conquest 
has made Nationalist China one 
of the biggest hoarders of gold 
in history. Gold offered in the 
Macao free market—a little Por- 
tuguese colony off Canton—has 
up to recently been snapped up 
as fast as it was smuggled in, at 
prices equivalent to $100 and 
even more per ounce. Now, how- 
ever, most of the Chinese who 
had any money are out of the 
country, and American aid, which 
unquestionably indirectly fi- 
nanced some of the gold deals, is 
no longer forthcoming. As a re- 
sult, the demand for gold has 
been slowly drying up. 

As a matter of fact, there is a 
possibility that China may dis- 
gorge some of its recently 
hoarded gold. Gold smuggling out 
of China may be organized if the 
communists try to force the 
wealthy Chinese to surrender 
their hoards. At the same time, 
the Chinese refugees in Formosa 
and elsewhere are expected to 
cash in part of their gold hoard 
in order to live. At any rate, in- 
stead of being heavy buyers in 
free gold markets, the Chinese 
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may become sellers of gold. With 
some Soviet gold being constantly 
thrown on the free market (in 
order to earn premiums), it is 
not inconceivable that the price 
of gold in free markets has 
passed the postwar peak. 

Considering all this, and par- 
ticularly the reasons cited earlier 
in this article, it would seem that 
the present would be a most in- 
opportune time to raise the gold 
price, quite apart from its gen- 
erally inflationary connotations. 
Developments at some future 
date may justify a different atti- 
tude but it would make little 
sense to take a step of such far- 
reaching importance without as- 
surance that it will have the de- 
sired, and beneficial effects, or 
without being forced by circum- 
stances. 

Under present conditions, the 
predictable effect of a higher gold 
price would merely be an offset to 
the latest devaluation wave 
abroad, and maintained or in- 
creased exports in exchange for 
further additions to our gold sup- 
ply which already comprises two- 
thirds of the world’s gold reserves. 
A higher gold price would have no 
positive effect in correcting the 
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maldistribution of gold, unless and 
until the present payment difficul- 
ties have been met. To solve these 
difficulties will take time. 





The Expanding 
Natural Gas Industry 





(Continued from page 21) 


than shares of retail distributors. 
For one thing, wholesalers serving 
populous areas of the North and 
East, where gas seems capable of 
competing advantageously with 
coal and oil in all types of use, ap- 
pear assured of strong growth 
characteristics for some time to 
come. Potential demand has barely 
been tapped and there is much 
room for expansion of pipeline 
systems. These companies seem 
destined to operate at a high rate 
of capacity so long as retail dis- 
tributors in the North Atlantic re- 
gion and in New England are 
clamoring for additional supplies. 

For the most part, labor costs 
are lower in relation to sales in 
case of pipelines than with retail 
distributors. Although labor diffi- 
culties are diminishing in public 
utilities, it may be noted that local 
retail operations are more vulner- 
able to strike threats than are 
wholesalers whose properties ex- 
tend from one section of the coun- 
try to the other. Rates have shown 
a firming tendency in the South- 
west, but increases have been too 
insignificant thus far to have any 
effect at the retail level. On the 
other hand, with gross revenues 
tending to mount steadily, net 
profit is well maintained in the 
face of a gradual narrowing of 
margins at the well. 

E] Paso Natural Gas, which un- 
til recent years was dependent in 
no small measure on sales to cop- 
per producers and refiners in the 
Southwest, has benefited from ex- 
tension of distribution facilities to 
the Pacific Coast, where demand 
for gas has outstripped production 
in California. Earnings are show- 
ing consistent improvement in 
line with increased volume. 

Northern Natural Gas has felt 
the beneficial effect of a rapid in- 
crease in demand in the North- 
west, where substantial unregu- 
lated sales have been possible. 
Operating costs have been well 
controlled with the result that few 
companies have shown such out- 
standing profit margins in the past 
decade. 

Panhandle Eastern Pipe Line 


THE 


MAGAZINE 





has become a major wholesale dis- 
tributor to the Ohio-Michigan in- 
dustrial area and the territory 
along its lines from the Southwest. 
The bulk of sales represents gas 
distributed to retail utilities at 
regulated rates. Largest customer 
is Michigan Consolidated Gas serv- 
ing Detroit and nearby areas. Rate 
reductions enforced by the F.P.C. 
have tended to retard earnings 
growth. 

Southern Natural Gas serves 
states along the Gulf of Mexico 
from the Southwest to Georgia. 
More than half of revenues are de- 
rived from retail utilities in its ter- 
ritory. While its own reserves are 
relatively small, its rates are low 
enough to permit strong competi- 
tion with other fuels so as to as- 
sure adequate markets for in- 
creased capacity. 

United Gas Corporation is re- 
garded as the largest single natu- 
ral gas system in the country on 
basis of sales. Its reserves also are 
considered among the largest 
owned by one management. This 
company has a fairly substantial 
retail business which thus far has 
escaped Federal regulation. State 
control has been reasonable. 

Columbia Gas, serving a large 
part of industrialized central Ohio 
and western Pennsylvania and 
parts of nearby states, is said to be 
the largest gas utility in the coun- 
try engaged in retail distribution. 
Sharply increased costs and con- 
struction requirements to bolster 
supplies have tended to retard 
earnings gains in the last year or 
two, but fair progress is antici- 
pated now that costs are under 
better control. 


Other Companies 


Consolidated Natural Gas, for- 
mer subsidiary of Standard Oil 
Company (New Jersey), serves 
an area in Ohio, western Pennsyl- 
vania and West Virginia, some- 
what more concentrated than that 
served by Columbia Gas. Earnings 
have been handicapped by in- 
creased wage costs and other fac- 
tors that have prevented full reali- 
zation of growth potentialities, but 
results nevertheless are more than 
adequate for ample dividend cov- 
erage. 

Lone Star Gas has restricted its 
operations chiefly to the northern 
part of Texas. It has enlarged its 
sales of gasoline, liquidified petro- 
leum and other products with the 
result that a substantial improve- 
ment in earnings has resulted. 


OF WALL STREET 








ner 
v= 


re- 
itu- 

on 
are 
rest 
‘his 
tial 
has 
rate 


rge 
hio 
and 
0 be 
un- 
ion. 
-on- 
ster 
ard 
r or 
pici- 
der 


for- 
Oil 
rves 
isyl- 
me- 
that 
ngs 
in- 
fac- 
ali- 
but 
han 
CcOV- 


1 its 
lern 
| its 
tro- 

the 
ove- 








Weighing the assets 
behind each share 


Do low-priced stocks have any place in the in- 
vestor’s portfolio? 


For the man with an ample retirement income—who 
can live comfortably on the interest from government 
bonds—the answer is “no.” But, for the average in- 
vestor who is still building toward financial inde- 
pendence—who needs capital growth to offset high 
living costs and taxes—the answer is decidedly “YES.” 


THE INVESTMENT AND Business Forecast of The 
Magazine of Wall Street is designed to aid you as an 
investor. It is not offered to the in-and-out trader. But, 
because low-priced shares have huge profit advan- 
tages, especially during certain times, we have under- 
taken exhaustive studies which are enabling us to use 
equities in the lower price ranges with great success 
in expanding the productive power of your capital. 


Now ...A Complete, Supervised Program in 
Low Priced Shares for Large Percentage Profits 


Low priced stocks vary just as much in quality and in 
profit and income prospects as do securities in any 
other price category. Some “cheap” stocks are not 
worth the few dollars at which they are quoted. Others 
are strong, undervalued growth situations with consid- 
erable intrinsic merit. 


Convinced of the outstanding profits that well selected 
low-priced stocks offer, THE ForEcAST devotes a com- 
plete program to such growth companies—strategi- 
cally placed—which have realistically adjusted their 
positions to the 1949-50 outlook. 


Our 1948 low-priced stock cam- 

paign started with our recommen- 

dations to buy early in April. Near 

the 1948 tops in June-July we took 

1948 profits which averaged 13% per 
issue. 


Profits even in 
dull, declining 


An Investment Approach to 


LOW-PRICED STOCKS 








Measuring earnings 
and dividends 


Enroll Now for Our Low-Priced Stock Program 


Join our discriminating clientele now to share fully in 
our 1949-50 program which we believe will add sub- 
stantially to our profit record for, as opportunities de- 
velop, low-priced stocks of unusual promise will be 
definitely recommended. 


Every stock selected is carefully supervised. You 
are kept up-to-date on all new developments re- 
garding each company represented — and are never 
left in doubt as to the precise action to take. Specific, 
unhedged advice tells you what and when to buy and 
when to sell. In addition, your enrollment entitles you 
to consult us on your present holdings, 12 at a time, 
so your least attractive issues can be weeded out and 
the funds directed into our supervised program of 
growth stocks. 


Special Plan for a Rounded Program 


To enable you to diversify, THE Forecast also has a 
complete, supervised program devoted to top-grade 
stocks and good bonds for security of principal, 6% 
to 8% income, plus enhancement. Part of your funds 
can be used in this program. 


During 1948 we took approximately 8% profit consid- 
ering all recommendations in our conservative pro- 
gram. Near the June-July highs we sold all issues and 
have held 100% cash right through to protect our 
most conservative clients’ capital and to await bargain 
levels for impressively strong investment issues— 
many of which are nearing a buying point again. 


Our recommendations in conservative issues will be 
starting soon, so your subscription today will permit 
you to participate fully in this program, too. By mail- 
ing the coupon below, you can enroll now, sell all your 
weaker issues and share fully in our new selected 
advices. 
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Pacific Lighting through two 
subsidiaries serves the rapidly 
growing area of southern Califor- 
nia. Rising costs have tended to 
retard earnings recovery and indi- 
cations point to a moderate decline 
this year in spite of increased 
revenues. 





An Investment Audit of 
Continental Oil Co. 





(Continued from page 27) 


Turning to the table bearing on 
balance sheets, it will be seen that 
total assets have increased by 
$132.9 million since 1940, or 
slightly more than 100%. Of gross 
property account of $375.8 million 
at the end of 1948, investments in 
leases, wells and equipment ac- 
counted for $250.6 million, indi- 
cating what stress the manage- 
ment has placed on strengthening 
potentials for production of crude 
oil and gas. A breakdown of prop- 
erty accounts reveals that Con- 
tinental Oil has invested 66.7% 
of total assets in the field, 12.6% 
for refineries, 8.47% for market- 
ing facilities, about 4% each for 
pipe lines and natural gasoline fa- 
cilities and smaller percentages for 
other divisions. 


Of special significance to share- 
holders is the manner in which this 
concern has financed its substan- 
tial growth. A long term debt of 
$21.9 million in 1940 has been re- 
duced to a nominal $1.4 million, 
now mainly representing land 
mortgages assumed. Working cap- 
ital in the space of eight years ex- 
panded from $30 million to more 
than $59 million, with holdings of 
cash and marketable securities ag- 
gregating $41.4 million at the end 
of last year, almost covering total 
current liabilities of $48.6 million. 
Inventories of $40 million (valued 
on a LIFO basis) do not include 
vast amounts of crude oil and natu- 
ral gas stored under ground and 
available at the turn of a few pet- 
cocks. All this financial progress 
has been achieved without borrow- 
ing or sale of preferred stocks. 


Altogether the picture of Con- 
tinental Oil Company has much to 
commend itself to investors inter- 
ested in the oil industry. In view 
of high wage rates, pension drives, 
etc., the industry’s relatively low 
wage ratio assumes an increased 
value. Continental Oil’s total pay- 
roll for 1948 amounted to approxi- 
mately $28.9 million or only about 
13% of the $217 million operating 
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and administrative expenses. The 
company's labor relations are ex- 
cellent, with liberal wage rates and 
a sound retirement plan in effect. 
With efficient management, a well 
entrenched trade position, modern 
facilities and an unusually promis- 
ing position as regards oil and gas 
supplies, this concern’s growth 
prospects are indeed bright. 

At a recent price of 63, Con- 
tinental Oil Company shares are 
only two points below their 1949 
high of 65, though early in the 
current year they sold as low as 
475. Over a period of nine years, 
the shares have advanced from a 
low of 161% in 1940 much in line 
with increased earnings and divi- 
dends reported from year to year. 
At current price and based on in- 
dicated $4 dividends for 1949, the 
shares yield 6.3%, an attractive 
return considering all factors we 
have discussed. Beyond much 
doubt there is room for future ap- 
preciation as the company attains 
further growth in our expanding 
economy. 





For Profit and Income 





(Continued from page 33) 


average short-seller is undoubted- 
ly better informed and more dis- 
criminating than the average 
buyer. If you run through a chart 
book on a great number of stocks, 
you will see that a large number 
—including many in which there 
are sizable short positions—have 
done very little on the rise in the 
averages. Allowing for this fre- 
quently ignored selectivity factor, 
shorts have probably been less 
embarrassed, on the whole, by the 
general rally than many imagine. 


Video 


Sales of television sets have 
been picking up. This is due part- 
ly to considerable reductions in 
prices, partly to reduced public 
fears of obsolescence. Repeated 
assurances that present sets can 
be adapted, at moderate cost, to 
color reception and to ultra-high 
frequency telecasting channels, if 
the latter are ever used by leading 
telecasting stations, are having 
some effect. The whole field prob- 
ably will remain speculative. It is 
no more likely ever to produce an 
investment-grade stock than the 
radio industry did in its entire 
history. So far Admiral Corp., 
generally undistinguished before 
the war, has fared relatively best 


among the leading makers. This 
stock recently sold up to a new 
high for the year. DuMont has 
also fared well to date. Mean- 
while, the confusion created by 
introduction of long-playing pho- 
nograph records involving differ- 
ing turn-table speeds—affecting 
both the record business and de- 
mand for combination video-ra- 
dio-phonograph sets — is gradu- 
ally clearing. It is clearing be- 
cause Columbia long-playing rec- 
ords seem to be winning the com- 
petitive battle with the system 
of the Radio Corp. hands down. 


National Tea 


As pointed out here before, the 
grocery-chain companies are far- 


ing exceptionally well; and no. 


significant change for the worse 
is presently foreseeable. Such 
leading stocks as First National 
Stores, Kroger and Safeway have 
risen to levels at which their divi- 
dend yields and investment appeal 
have been considerably reduced. 
Against this, the stock of Na- 
tional Tea, one of the secondary 
companies, still yields about 8.2‘ 
on the basis of the $2.50 in divi- 
dends paid in 1948, although it 
has risen from a 1949 low of 211g 
to recent high of 31. Current price 
is 3014. Earnings this year prob- 
ably will better last year’s good 
$5.08 a share. The company oper- 
ates 660 stores in eight mid-west- 
ern states. The prewar record was 
indifferent but is no guide. New 
interests, with a record of suc- 
cess, assumed control several 
years ago. In short, here is a re- 
vitalized situation and a high- 
yield stock in a normally stable 
field of business. There might be 
substantial semi-speculative po- 
tentialities in it for long-pull hold- 
ers. Nothing fast or exciting. 


In Brief 


The paper industry has taken a 
material turn for the better... . 
Specialized makers of paper cups 
and other paper containers, like 
Dixie Cup, Lily-Tulip Cup and 
Sutherland Paper, have good 
longer-term growth possibilities. 
... One of the apparently sure 
losers from devaluation of ster- 
ling is American Woolen, which 
is otherwise unattractive in any 
event. . . . Cigarette company 
earnings will make a generally 
satisfactory showing this year, 
with Lorillard and Philip Morris 
likely to show the best relative re- 
sults on year-to-year compari- 
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sons.... Americans buying U. S. 
or Canadian gold stocks at cur- 
rent prices are unlikely to make 
money, since devaluation of the 
U.S. dollar is not foreseeable. 





As I See It! 





(Continued from page 5) 


to make serious mistakes in our 
dealings with the Kremlin is self- 
evident. We must with all our 
might set about to stabilize our po- 
sition on the Continent and in the 
Middle East, if we are to prevent 
being encircled. 

There is no reason to fear Rus- 
sia’s “atom bomb” or its use, as the 
planners in the Kremlin are sure 
to continue to seek their victories 
by intrigue and propaganda. They 
are not likely to throw away the 
tools which have produced their 
enormous victories or resort to an 
instrument which can destroy 
them as well as us. I do not believe 
that they will take the chance. 
They are more likely to hold any 
acquisition of the atom bomb as a 
spectre in the background with 
which to keep the world in a state 
of perpetual fear. 

As much as we would like to, we 
already know that we cannot com- 
promise with the men of the Krem- 
lin — that we cannot make any 
agreement that will be kept—that 
our only security lies in challeng- 
ing them boldly—certainly not by 
appeasing them further. 





What Foreign Currency 
Devaluations Mean to U.S.A. 
in Business and World Trade 





(Continued from page 10) 


entry into our markets. The first 
start will be made this month when 
President Truman will announce 
a slash in import duties of some 
250 commodities and manufac- 
tured goods, negotiated with little 
fanfare with ten nations at the 
Tariff Conference in Annecy, 
France. The list of duty mark- 
downs so far has been kept secret. 

Further and more important re- 
ductions, however, will take time 
to negotiate, perhaps as long as 
eighteen months. It is not unlikely, 
however, that Britain’s drastic de- 
valuation will tend to minimize 
tariff concessions; in some cases, 
devaluation may have a more dras- 
tic effect than complete abolition 
of existing duties. 
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Other concessions include the 
use of ECA funds to buy a wider 
range of commodities outside the 
U.S. (particularly wheat and flour 
in Canada) ; increased U. S. pur- 
chase of “stockpile commodities, 
such as tin and rubber; and vari- 
ous other steps including further 
loans which would tend to protect 
or built up dollar balances of Brit- 
ain and other countries. 


All these enter the picture and 
will in some ways have a bearing 
on the effect of currency realign- 
ments. But the extent to which 
these measures will be successful 
in improving the economic status 
of other countries, and particu- 
larly Britain, still remains highly 
uncertain. Clearly devaluation is 
no cure for the dollar shortage; it 
is temporary relief, but no basic 
solution, and Britain’s crisis is 
likely to remain a long term prob- 
lem without quick, easy solution. 

The deflationary impact of de- 
valuation on our economy must be 
accepted as a necessary contribu- 
tion to the welfare of the western 
world, and as an alternative to 
further large loans, gifts, etc., to 
make up the dollar deficiency of 
the sterling area. Just how strong 
these impacts will be, from an 
overall economic standpoint, de- 
pends on a good many unknown 
factors, chief among which the 
course of production costs in Eng- 
land, and which of the current con- 
flicting forces in our own economy 
will win out — those making for 
further recession or those making 
for continued recovery. It will be 
a few months before an answer 
can be had. 





New Influences Shaping 
Future Market 





(Continued from page 7) 


itself. The same is so of coal, but 
in greater degree, since there are 
supplies for six weeks or more in 
the hands of most industries, and 
for an average of perhaps some- 
thing like three months in the 
case of public utilities. 

Continuing uncertainty in the 
international field is highlighted 
by the President’s statement im- 
plying that Russia has_ broken 
our monopoly on atom bombs or 
is within reach of that Com- 
munist goal; by the mounting 
fury of Stalin’s quarrel with the 
rival dictator Tito; and by ap- 
parently increasing chances for 
an early general election in Great 
Britain. 
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Babson’s opinion on these widely 
held stocks may save you losses. 
Simply check those you own, OR 
LIST 7 OTHERS YOU OWN, 
and mail this ad to us. We wiil 
tell you if clients have been ad- 
vised to Hold or Switch them. 
(Please print your name) 
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JOHN MORRELL & CO. 


DIVIDEND NO. 81 
A dividend of Twelve 
and One-Half Cents 
(30.125) per share on 
the capital stock of 
John Morrell & Co. will 
be paid Oct. 29, 1949, to stockholders 
of record Oct. 7, 1949, as shown on the 





books of the Company. 
Ottumwa, lowa. George A. Morrell, Vice Pres. & Treas. 











We think that a major rise in 
stock prices would require a 
much more dynamically favor- 
able balance of forces than is 
presently foreseeable. Meanwhile, 
there is a trickle of demand from 
investors who are unwilling or 
unable to hold idle cash; a fairly 
steady demand from open-end in- 
vestment trusts; and perhaps 
there has been some end-of-the- 
quarter buying by management 
trusts to mark up valuations on 
their holdings. The in-and-out 
operations of other professionals 
probably balance out pretty 
much. Broadly speaking, specula- 
tive confidence remains below 
par, with low-priced stocks at a 
level relatively much lower in the 
range of the last three years than 
is so for investment-quality and 
semi-investment stocks. Stock for 
sale has, of course, been coming 
from somewhere. It has been in a 
precariously close balance with 
total demand for a good many 
weeks. Our policy continues to 
emphasize conservatism and se- 
lectivity. —Monday, October 3. 
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NOM 


So Shey Can 


Jake Cane of You WITHOUT OBLIGATION 
ANEETR: A Valuable Special Offer to Re- 
amd fm SW 


sponsible Investors with $50,000 


Or More in Investment Funds. 


| 


* Currency devaluations, labor troubles, end of America’s monopoly of the 
A-bomb—divergent company earnings and dividend reports—and other 
new influences may affect every security you own. 








* There has rarely been a time when reappraisal of your securities was 
more necessary than today. 


* For some time ahead the market will be highly selective. Whether it 
is a bull market or a bear market for you will depend not so much upon 
the general trend as upon what individual stocks you hold. 


* Your investment progress demands that you avoid the shares of com- 
panies in a vulnerable position. Your funds must be in corporations 
which have adjusted themselves to 1949-1950 prospects . . . which are 
fortified by sound management—a strong financial and competitive posi- 
tion — and with earning power ahead to maintain liberal dividend 
disbursements. 


* In this setting, we invite you to submit a list of your holdings to us for 
our confidential preliminary analysis. We will offer valuable comments 
on your diversification, income . .. and specify which of your investments 
are least attractive and why to sell them. 


* Merely send us a table of your issues, the size of each commitment, your 
buying prices, cash on hand and objectives. You will be told how our 
counsel could help you and an exact annual fee will be quoted. 


Investment Management Service 
Backed by 41 Years of Successful Service to Investors 


NINETY Broap STREET New York 4, New York 


THE MAGAZINE OF WALL STREET 
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IBM's electronic control has proved to be a 
great advance in the development of time 
systems. Although announced only a short time 
ago, hundreds of IBM Time Systems with Elec- 
tronic Self-regulation are already in service 
in industrial plants, hospitals, public buildings, 
schools, hotels, stores, and office buildings. 


With electronics, self-regulated time indicat- 
ing, time recording, and time signaling systems 




















give unequalled performance —at low installa- 


tion cost. No special clock or signal wiring is 
required. Operation and self-regulation are 
accomplished over regular AC lighting wires. 


Investigate these flexible, economical time 
systems today. Call or write the local IBM 
office (or the address below) for information 
on this equipment and other IBM Electronic 
Business Machines. 


INTERNATIONAL BUSINESS MACHINES CORPORATION 


World Headquarters Bldg., 590 Madison Ave., New York 22, N. Y. 











additional pupils want schools... 


and steel is ready to help! 


EverysBopy was taken by surprise 
when the U. S. birthrate swung up 
50°... One result is a school crisis. 

By 1957 the elementary schools 
—now bulging with overloaded 
classes—will have to take care of 
8,000,000 more children than in 
1947. “Hurry up with 250,000 new 
classrooms!” plead the educators. 

America faces a serious problem 
—and steel is ready to help. 

Whatever the job the nation has 
—United States Steel is ready to 
help. More than a billion dollars 
worth of additions and improve- 
ments to U. S. Steel plants — all 
started since the end of the war— 
are nearly completed. 

Behind the scenes of this activ- 
ity, United States Steel research 
scientists have been quietly and 
steadily creating the improvements 
that keep steel ahead of any other 
material. Only steel can do so many 
jobs so well. And United States 
Steel can supply what it takes to 
help build a better America. 





This label is your guide 
to quality Steel 


UNITED STATES STEEL CORPORATION SUBSIDIARDES 


_ UNITED STATES STEEL 











